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Preface 


Tins book is intended basic concepts of Entrepreneurship and Management Concepts 
Entrepreneurship is a fundamental source of change in all aspects of society, empowering 
individuals to seek opportunities where others see undefeatable problems. For the past 
century, entrepreneurs have created many great enterprises that subsequently led to job 
creation, improved productivity, increased prosperity, and a higher quality of life 
Entrepreneurship is now playing a vital role in finding solutions to the huge challenges 
facing civilisation, including energy, environment, health, security, and education. 

Each chapter of this book contains student learning activities to give the readers a chance 
to enhance the learning process. We show the critical differences between scientific ideas 
and true business opportunities. Readers benefit from the book's integrated set of examples, 
business plans and recommended sources for more information. r 

This book on Entrepreneurship and Management Concepts has been written for the 
undergraduate students of B.E., B. Tech., B.B.A, B. Com., B.A., and postgraduate students of 
M.B.A., M.S.W., M.Com, M.C.M, P.G.D.M, and similar courses of various Universities of 
Madhya Pradesh, Chhattisgarh, Uttar Pradesh, Rajasthan, Haryana and other Indian 
Universities. This book is divided in to Six Unit. 

Unit I, presents the basic concepts of system, controlling coupling and models of system 
like types of system, components of system, super and subsystem, feedback (pull) & feed 
forward (push) controls, open flexible-adaptive system, computer as closed system, law of 
requisite variety and work systems leading to customer delight. 

Unit II, we bring, management roles and functions in business plan, functions of 
management, knowledge driven learning organization and e-business, environment, 
uncertainty and adaptability, partnership and cooperative committees, elements effects 
selecting the form of organization, concentrates on the areas of organisation plan, nature 
and purpose of organization, principles of organization, and dimensions of organizations, 
departmentalization, and matrix organisation, concept of planning, re-engineering and 
process of change management, BCG matrix, McKinsey GE Matrix, SWOT analysis, attitudes 
and personality trait, differences between leader & manager and leadership grid. 

Unit III, deals with the concepts of marketing plan, 4P's of marketing mix, business 
and industrial market, market segmentation, targeting and positioning, advertising, publicity, 
CRM market research and finance management like balance sheet Profit and Loss account 
(P & L A/C), Working Capital, Management, Fund flow and Cash flow statements. Break 
Even Point (BEP) and Financial ratio analysis. 

Unit IV, we evaluate and examine productivity and operations like standard of living 
and happiness, types of productivity, production processes and layouts economic order 
quantity (EOQ), ABC-Analysis, XYZ-analysis and method improvement and models such 
as steps in method improvement, time Measurement, lean manufacturing - Just-in-Time 
(JIT), six sigma quality (60), SCM, and enterprise resource planning (ERP). 

Unit V, we present the theoretical concepts of entrepreneurship and innovation like 
characteristics of entrepreneur, key qualities of entrepreneur, and types of entrepreneur 
nature and characteristics of entrepreneurship, importance of entrepreneurship and we 
evaluate and examine innovation as a strategy, various theories of entrepreneur, entrepreneur 
traits and various sources of funds. 

(v) 
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I 1.1 INTRODUCTION 
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I 1.2 MEANING AND DEFINITION ^ 

The term system is derived form the Greek word systema, which means an 
organized relationship among functioning units or components. There are more 
than a hundred definitions of the word system, but most seem to have a common 
approach: 

^Important Point: "A system is an orderly grouping of interdependent components 
linked together according to a plan to achieve a specific objective ." 

■ "A system is a set of components that interact with one another and serve for a 
common purpose or goal ." 

■ "A system is a collection of objects such as people, resources, concepts, and procedures 
intended to perform an identifiable function or to serve a goal ." 

*• * —- - * - - - * ‘ ^ J 

Basically there are three major components in every system, namely input, 
processing and output as shown in Fig. 1.1. 


Process 


Fig. 1.1 Major components of System 

In a system the different components are connected with each other and they 
are interdependent. For example, human body represents a complete natural 
system. We are also bound by many national systems such as political system, 
economic system, educational system and so forth. 

The objective of the system demands that some output is produced as a result 
of processing the suitable inputs. The following Fig. 1.2 showed an example of 
fast food restaurant as a system: 




Inputs: 
Food, 
labour I 
cash, 
etc. 


Boundary 


Process C 


=> 


Storage 

Office 


^ Kitchens 

Dining 



Room 

▼ Contour 

—► 


Outputs: 

Prepared 

j{ood 

Trash 

Etc. 


->• interrelationship 


Fig. 1.2 Fast food restaurant as a system 

I 1.3 CHARACTERISTICS OF SYSTEM ■ 

The above definitions of a system represent the characteristics of systems as: 
organization (order), interaction, interdependence, integration and a central 
objective as shown in Fig. 1.3. 
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1» Central objective: A svsfo f 4BHi 

Objectives may be real or stated. AUhnlm!'° aChiCVC 0nc ccn,ral ob i cc,ivc - 
objective, it is not uncommon for an nri^ 3 S .? tcc * objective may be the real 
operates to achieve another. n *zation to state one objective and 




Central 

objective 


Integrati 



Organization 


Interdependence 


Interaction 


Rg. 1.3 Features of System 
application^ in th^alysisfor 


; means 


2. Organization: Organization means structure and order that is arrangement 
o components that helps to achieve objectives. In the design of a business 
system, for example, the hierarchical relationships starting with the president 
on top and leading downward to the blue - collar workers represents the 
organization structure as shown in the Fig. 1.4. 



Ffg. 1.4 Structure of organization 
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Interaction: Interaction refers to the manner m which each com po 
svslem functions with other components of the system. In an orgJ^th, 
for example, purchasing must interact with production, advertising^ 
and payroll with personnel- 


ana payroll wun 

Interdependence: Interdependence means that parts of the or gani 
depend on one another in a system. They are coordinated and Ii„ ked 
K ,. ._u„ nnp sub-svstem depends on the input of a .wL 


depend on one another in a system, i ney are coordinated and linked tp£> 
according to a plan. One sub-system depends on the input of an othc f> 
system for proper functioning: that is, the output of one sub-sy steni b. 
required input for another sub-system. This interdependence i s cr s 




It 


is 


systems work. 

Integration: Integration is concerned with how a system is tied together 
more than sharing a physical part or location. It means that parts of th e ^ 13 
work together within the system even though each part performs a Uni n 
function. Successful integration will typically produce a synergistic effect a ! 
„rnnbr fnid imnarf than if each component works separately. 


I 1.4 TYPES OF SYSTEM ^ 

Systems are classified in different ways: 

1. Physical or abstract systems: A physical system, in contrast, has a materi 
nature. It is based on material basis rather than on ideas or theoretical notio 9 
For example, the physical parts of the computer center are the officers, desks' 
and chairs that facilitate operation of the computer. They can be seen and 
counted and also they are static as shown in the Fig. 1.5. 



Fig. 1.5 Physical system 

In other hand, abstract systems are conceptual or non-physical entities. An 
abstract system is conceptual, a product of a human mind. That is, it cannot be 
seen or pointed to as an existing entity. Social, theological, cultural systems are 
abstrac systems. None of them can be photographed, drawn or otherwise 

physically pictured. However, they do exist and can be discussed, studied and 
analyzed. 

2. Open or Closed Systems: Another classification of systems is based on their 
degree of independence. 

(i) Open System: A system that interfaces and interacts with its 
environment, by receiving inputs from and delivering outputs to the 


_ /_ 
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' that* oorm < iMn < t °r^ S ^ stcm * P osscs s permeable boundaries 

° n a " OSS “ S boundnry H .hrough which new 

and diffusion of vM^ reac ^'^ absorbed, pcrmitling the incorporation 
and diffusion of viable, new ideas as shown in Fig. 1 6 

iwn and ° 


Known and 
unknown_ 
inputs and" 
threats 


Subject to known and unknown inputs and 
_ envir °nmental disturbances 


■ Output 


Open System 
F'S- 1.6 Open System 


or University 5 system" ^ Hospita, system, Coiiege 

(n) Close system: A system that does not interact with their environment 
,s known as close system as shown in Fig. 1.7. In contrast, a closed system 
is isolated from environmental influences. In reality, a completely closed 
system is rare. In systems analysis, organizations, applications and 

computeis are invariably open, dynamic systems influenced by their 
environment. y 



Fig. 1.7 Close System 


3. 


Man Made Information Systems: An information system is the basis for 
interaction between the user and the analyst. It provides instruction, 
commands and feedback. It detei mines the nature of the relationships among 
decision-makers. In fact, it may be viewed as a decision center for personnel 
at all levels. From this basis, an information system may be defined as a set of 
devices, proceduies and operating systems designed around user based 
criteria to produce information and communicate it to the user for planning, 
control and performance. In systems analysis, it is important to keep in mind 
that considering an alternative system means improving one or more of these 
criteria. 


A good example of this would be something that is known as a Management 
Information System or MIS for short. An MIS is a collection of people, processes 
and resources that are used together in order to help managers and senior 
members of staff to make effective decisions. To give you an example in context, 
you could consider a school. The MIS system of this school will operate to 
give the head teacher and members of the school council the information they 
need to make effective decisions. 


4. Formal and Informal Information system: A formal information system is 
based on the organization represented by the organization chart. The chart is 
a map of position and their authority relationship, indicated by boxes and 
connected by straight lines. It is concerned with the pattern of authority, 
communication and work flow. The Fig. 1.8 shown the organizational chart 
of the top level positions at a university. 
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for Student 
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Fig. 1.8 Formal Information System 


5. 


The informal information system is employee based system design to 
personnel and vocational needs and to help in the solution of work-r 
problems. It also funnels information upward through indirect chann l '^ 
this way, it is considered to be a useful system because it works with' ^ 
framework of the business and its stated policies. m toe- 

in other words, the informal information system should be employee b 
and cater to their development and solve their work related prob^ 
Employee co-operation and the knowledge of the informal communic 
should help one to get a good Informal Information Systems in place. * ^ 
Computer based information systems: A computer based information svsf 
is an organised integration of hardware and software technologies and hurtT 11 
elements designed to produce timely, integrated, accurate and useH 
information for decision making purposes. 


I 1.5 SUPRA AND SUB-SYSTEMS 


The larger units involving a system are called supra-system or environment, and 
the smaller unit enclosing a system is called a sub-systems or components as shown 
in Fig. 1.9. 

(i) Supra-system: The environment is the "supra-system" within which 
an organization operates. It is the source of external elements that 
impinge on the system. 
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In fact, it often determines how a sv«;»nm ™..e» c 
university has different branches like- rrnm unction. For example, a 

mathematics etc., each of these branches can^r r!h ^' T SCiC " CC ' com P utcrs ' 
functions independently. Examples of universitv ° S u Smaller Unit which 

information system (is), a 3 ^ 

system, and a finance system, as illustrated in Fig. UO. ' ^ mformallon 



Fig. 1.10 University Information System 

For another example supra-system of a family may be the church community 
or ethnic group to which it belongs. A supra system is the larger unit comprises 
smaller units. 

(ii) Sub-systems: A system and its environment can be described in many 
ways. A sub-system is a part of a larger system. Each system is composed 
of sub-systems, which in turn are made up of other sub-systems, system 
being delineated by its boundaries. For example, the sub-systems of a 
Business System are as follows as shown in Fig. 1.11: 

Business systems 

i 1 


Finance sub-system HR sub-system 



Equity division Banking division Payroll Training 

Fig. 1. 11 Business System 

The different sub-systems of a computer system are shown in Fig. 1.12 
Such as input sub-system, storage sub-system, processing sub-system output 
sub-system, etc. 
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Control 
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Fig. 1.12 Sub-Systems of a Computer System 


I 1.6 KEY COMPONENT OF SYSTEM 



A system has following key elements or components as shown in Fig j 
A component is either an irreducible part or an aggregate of parts, also call h 
sub-system. The simple concept of a component is very powerful. For exam 1 • 3 
case of an automobile we can repair or upgrade the system by changing individ' "l 
components without having to make changes the entire system. Ua 

1. Input: A major objective of a system is to produce an output that has value 
its user. Whatever the nature of the output (goods, services, or information^ 
it must be in line with the expectations of the intended user. Input includ ' 
machines, manpower, raw materials, money, time, etc. 

2. Output: These are information in the right format, conveyed at the right t; m 

and place to the right person. ° e 

3. Interrelated: The components arc interrelated that is the function of one k 
somehow tied to the function of the others. For example, in the Store system 
the work of one component, such as producing a daily report of customer 
orders, may not progress successfully until the work of another component is 
finished, such as sorting customer orders by date of receipt. 

4. Interface: The point at which the system meets its environment are called 
interface. 


5. 


Boundary: A system has a boundary, within which all of its components are 
o“ems eStab ' iSheS ‘ he Hmi,S ° f 3 SyStem ' W* » tarn 


Lk 


6. Environment: A system operates within an environment everything outside 

K !ndh? Sbo “ nd . a 7-J heenvironm entsurrounds thesystem^bothrffecting 
includes "' 8 ° d J*’ For example, the environment of a university 
media I ^ OS | t )ec ‘ ve students, foundations, funding agencies and the new 
interacts with ^ & S ^* em interacts with its environment. A university 

from local high^Ss StUdenlS ^ ha ™ 8 ° pe " hoUSes and recruiti " S 
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I 1.7 BOUNDARY AND INTERFACE COMPLEXITY H 

A system should be defined by its boundaries the limits that identify its 

and savrngs accounts. It may exclude mortgage foreclosures, trust activities and' 

1. Boundaries: Each system has boundaries as shown in the Fig. 1.14 that 
determine its sphere of influence and control. All systems function wi h,n 

some sort of environment, which is a collection of elements. These elements 
surround the system and often 



interact with it. For any given 
problem, there are many types 
of systems and many types of 
environments. Thus, it is 
important to be clear about 
what constitutes the system 
and the environment of 
interest. The features that 
define and delineate a system 
from its boundary. The system 
is inside the boundary the 
environment is outside the 
boundary. 

In some case§, it is fairly simple to define what part of the system is and what 
is not. Within the boundary of a system we can find three kinds of properties: 

(i) Elements: These are the kinds of parts (things or substances) that make 
up a system. These parts may be atoms or molecules, or larger bodies 
of matter like sand grains, rain drops, plants, animals, etc. 


Surroundings 

v. 

V 

N 

N. 

X 

System N ' s 

\ 

\ 

_^ 

•Boundary 

Fig. 1.14 Boundaries and Interface Complexity 
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(ii) Attributes: These are characteristics of the elements that mav k 

perceived and measured. For example: quantity, size, color, volu 
temperature, and mass. ^ 

(iii) Relationships: These are the associations that occur between clem 
and attributes. These associations arc based on cause and effect. ° nts 

(iv) Interface complexity: Point of contact where a system meets * 

environment or where sub-systems meet each other. ,ts 

For example, in an integrated banking wide computer system design 
customer who has a mortgage and a checking account with the same bank m 3 
write a check through the teller system to pay the premium that is later proces °h 
by the "mortgage loan system. Recently, system design has been successful- 
allowing the automatic transfer of funds form a bank account to pay bills 
other obligations to creditors, regardless of distance or location. This means th 
in systems analysis, knowledge of the boundaries of a given system is crucial ^ 
determining the nature of its interface with other systems for successful design 0 

11.8 FEEDBACK (PULL) & FEED FORWARD (PUSH) CONTROLS I 

System feedback is a loop 
wherein information of 
some kind is fed back into 
the system. In this way, the 
system can respond to its 
environment. A typical 
example of a feedback 
system is shown in Fig.1.15 
Input into a system, together 
with an unknown quantity 
labeled disturbances, results 
in an output which is fed 
back into the system again 


Disturbances 



Fig. 1.15 Feedback System 


(i) 


There are two main kinds of feedback control • 

information ,o determine 
an organization establishes a goal of increasing n 0rexa ™P ,e ' suppose that 
year. To ensure that this goal is reached Hip n S Pr ° flt by 12 P ercent next 
profit on a monthly basif. After three month 8 ;"' 2 ^ 10 " must moni tor its 

Sule. mana8ement m * ht — that pl^sTeXt^to 

SsassafjssSsaaasa 



he like),hood that employees will performattempt to im,^ 

the necessary job sHIls and by usin/tests and m StandaIds by identifying 

people with those skills. * 8 other screening devices tohirf 
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| 1.9 OPEN FLEXIBLE-ADAPTIVE SYSTEM Hi 

A which «M. Us environment, taking input and returning 

output. An open system is one that interacts with its environment and thus 
exchanges information, material, or energy with the environment, including 
random and undefined inputs. Open systems are adaptive in nature as thev tend 
to react with the environment in such a way organizing', in the sense that they 
change their continued existence. Such systems are 'self organizing', because thev 
change their organization in response to changing conditions. Five important 
characteristics of open systems can be identified. 


1. Input from outside: The open systems are self- adjusting and self-regulatine 
When functioning properly, an open system reaches a steady state or 
equilibrium. 

2. Entropy or loss of energy: Any open systems resist entropy by seeking new 
inputs or modifying the processes to return to a steady state. 

3. 'Differentiation. There are specialization of functions and a greater 
differentiation of their components. 

4. Equifinality: The term implies that goals are achieved through differing 
courses of action and a variety of paths. In most systems, there is more of a 
consensus on goals than on paths to reach the goals. 

5. Increasing. All dynamic systems tend to run down over time, resulting in 
open systems have a tendency toward an increasing. 


I 1.10 COMPUTER AS CLOSED SYSTEM ■■ 

A system which cut off from its environment and does not interact with it is known 
as close system. A closed system is one, which does not interact with its 
environment. Such systems, in business world, are rare. Thus the systems that are 
relatively isolated from the environment but not completely closed are termed 
closed systems. We can define a computer system as a close system in two ways: 
1. Hardware point of view: If the computer is not connected with internet or 
other network then it works like a closed system which is a set of different 
unit works together. In order to carry out any operations the computer 
organized the task between its various functional units. A block diagram of 
different close unit of computer is shown in Fig. 1.16. 

(i) Input Unit: Input unit is a device which provides communication 
between user and computer. Input of any form is first converted into 
binary electronic signals (0 and 1), which can be understood by CPU. 
This process is called digitizing. 

(ii) Output unit: The output coming from the CPU and make it 
understandable by human beings, i.e., graphical, alphanumeric in 
human language, audio visual. 

(iii) Software point of view: In computing a closed system refers to software 
which the specifications and detail of implementation (typically source 
code) are kept secret, as opposed to open source systems. 

(iv) Storage unit: Data has to be fed into the system before the actual 
processing starts. It is because the processing speed of CPU is very fast. 
The data has to be provided to CPU with the same speed. That is why 
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(v) 


v . - - * -VT .. f -- , 

the data is first stored In the storage unit for faster access and processing. 
Thus storage unit of the computer system is designed to do the above 
functionality. It provides space for storing data ^ instructions. 
Central rrocessing unit: The CPU is also called the brain of th c 
computer This is bfcause an execution of any task is controlled by the 
CPU P CPU takes information from the input unit and processes it 
according to instructions. 


i 


, 9 






Fig. 1.16 Different units of system 


(vi) Arithmetical and Logical Unit (ALU): ALU is designed to perform the 
four basic arithmetic operations like add, subtract, multiply, divide and 
logical operations or comparisons such as less than, equal to or greater 
than. It can do complex calculations with fast speed. 

(vii) Control Unit (CU): The control unit worked like the supervisor seeing 
that things are done in proper fashion. 

2. Software point of view: A computer program is used by associates in a 
specified department that is not open or shared within the corporate structure. 
Materials developed for training dedicated associates to handle specific jobs 
assigned within their department or company. The materials would not be 
meaningful to anyone outside the assigned area. 

Hill Review Questions H 

1. Define system. Explain with a figure and explain the characteristics of systems. 

(R.G.P.V., Dec. 2009) 

2 . Explain meaning and definition of a "system" and what its major components are. 

3. Discuss characteristics of a system. 

4. Differentiate between natural and man-made systems. Give four examples. 

(R.G.P.V., Dec. 2010) 

5. Explain super and sub systems. What is key component of system? ( R.G.P.V., Dec. 2011) 

6. Explain the following types of system: 

(a) Physical or abstract systems 

(b) Open or closed systems 

(c) Man made information systems 

(d) Formal and informal information system 

(e) Computer based information systems 

7. Explain the key component of a system. 

8. What is interface? (R.G.P.V, Dec. 2010) 

9. What do you mean by boundary and interface complexity of system? 

10. Explain the open flexible-adaptive system. 

11. * Explain the computer as closed system. 
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(Z&a/itc’i Outline 


Introduction 

Law of Requisite Variety 
System Coupling 
=> Types of Couples 


■ 2.1 INTRODUCTION 

The managing system must generate at least as 


much complexity as the system that it is trying 
to control. If either the managing system or the 
operational process lacks sufficient complexity 
then the complexity missed could cause the 
Tight or Loose Coupling overall system to fail. A system is a collection of 
. Stresses and Entropy mter-related parts organized for a purpose. 

■ Functional and Cross Coupling is the description of the extent of the 

Functional System inter-relationship between the parts. A system 

" SIT! A ! tarS . Nine Element model is the conceptual model that describes and 
Work System Model represents a system. A system comprises 

. Nine Elements of the Work multiple views such as planning, requirement 
yS (analysis), design, implementation, deployment, 

' ^?r emL,feCycleModel structure ' behavior, input data, and output 

data vi ews. A system model is required to 

■ IPO (Input-Processing-Output) describe and represent all these multiple views. 

0 e The system model describes and represents the 

" ^rk U Sw^mfI br T“* 0f mUUiplC Vi6WS P ° SSibly usin S two different 
Work Systems Leading to approaches 

Customer Delight 

=> Structure of a High- ■ . . . _ 

Performance Work " ^2 LAW OF REQUISITE VARIETY^H 

pprfnrmanno nf \a/ l. is the term used in cybernetics to describe 

Systems ° r com P^ ex i* ; y- System generates complexity that 

y must try to control. 

■^Important Point: "Vie law which describes how complexity could operate to overcome a 
system of management is known as the Law of Requisite Variety." 

The law of requisite variety states that to control a complex system the 
managing system must generate at least as much complexity as the system that it 
is hying to control. If either the managing system or the operational process lacks 
sufficient complexity then the complexity missed could cause the overall system 
to fail In nature this could mean the death of the organism, in business it could 
mean the death of the organization. Figure 2.1 is a simple representation of the 
law of requisite variety. The law of requisite variety can be explained as following 


13 
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Management: The figure demonstrates that there is infinite comm "^j 
any environment which management wishes to do business with P °*'ty i„ 
Environment: The management tried to deal with all the compi 0xi . 
environment then it would be overwhelmed. Instead an operation/ in S 
jivimwvi fr\ inforarf with the environment, (Hid itisTiagennorij mi- P^cos 

! environment itself t<?racts 




1. 



3. Operations: The operational process engineers the complexity it faces • 
environment by reducing what is receives attenuating complexity a m ^ 
by increasing the scope of its own interactions with it amplifying L? and 
what it does. The same process is repeated for the interactions h!f ° f 
management and the operational process. etWee n 


I 2.3 SYSTEM COUPLING 


A system is a collection of inter-related parts organized for a purpose Thp a ■ 
of a system is determined by its couples, not its component parts. ' Slgn 

^-- 


Important Point: "System coupling is the description of the extent nf n 
inter-relationship between the parts ." * t le 


A system is coupled to other systems in a variety of ways. The differed h m 
of couples can influence the measure of the performance of the systems ^ 


2.3.11 Types of Couples 


Couplings occur in a variety of ways through a variety of resources Thp Aiff 
types of couples can influence thp mpacnm n, r rces * * different 

shown in Fig 2.2. ° f the P erfo ™ance of the systems as 

Indirect 

I-1_ __L_ 

1 


Hierarchical 

r 


Network 


Resource 

competition 


Simple Complicated Complex Chaotic 

(no feedback) (linear (nonlinear 

feedback) feedback) 
Fig. 2.2 Types of coupling 


Environment 

common 
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Coupuno and Models 

hicrarchicnUnd 8 nehvork d rCCl f ° rm ° f coup,in 8 comes In two variants: 

asa form of*cohesion'^cir ex^^? C ° up,in S occur s within a system, 
issues orders to suDnlomnni 11 * 5 tbe headquarters of an organization 
orders back. Zl ?ts2 S “fT but they cannot issue 
the order couple is unidirectional™ ^ m anolhcr coup,e ' but 

^rahier^ occurs between systems at the 

each other. Of course, the headnn-ff'ementary can communicate with 
some designs if there is no centrnl 0 ^ C ? U f^? parto ^ th is network in 
complicated and chaotic C ° n r ° ' hey may be in simp,e ' 

2 occurs when systems 

measure of acceptability becomes impor.ant as ifo^ofttee systems d«s 
not operate m a way acceptable to the regulators then both systems couldte 
shut down. The indirect coupling comes as: y Could be 

(i) Resource competition: It can be regarded as coupling the systems 

foMheU 16 r f S °, UrCe su PP 1,er - For example, two systems competing 
for the same budget are linked through the financial system if they 

35f T tW °P artSof «* — organJion Perha^ 
t ey are coupled through a common credit supplier. 

^ nbed earli f' there can be competition for each of the different 
typ resources: labour, skills, information (which is not inexhaustible 
' f ree . td ° btain ' despite many such assumptions), equipment, 

fhrn fdr .f aal,ties a " d of course money. Accordingly there are couples 
through the source for each of these resources. F 

Common environment: Systems coupled by a common environment 
can be regarded as being linked to the same threat source. The actions 
o one system in response to the environment influence the other system. 

For example, if one organization decides to react to a credit crunch by 
raising capital from the stock market then that action takes funds out 
of the market that other organizations could use or at least raises the 
price that the other system has to pay for the capital. The market is the 
system coupled in common to the driving and driven systems. 


(ii) 


2.3.21 Tight or Loose Coupling 

The coupling between systems can range from very tight to very loose. 

(i) Tight coupling: The coupling is tight if there are many couples between 
systems, such that the behaviour of one system has a strong and 
immediate effect upon the behaviour of the coupled system. 

(ii) Loose coupling: The coupling is loose if the couples are few or not very 
strong. In this case, it could be some time before the actions of one 
system flow on to influence the actions of the other system. For example 
in computing and systems design a loosely coupled system is one in 
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which each of its components has, or makes use of, |j U , c 
knowledge of the definitions of other separate components. ° r % 

| 2.4 STRESSES AND ENTROPY 

The fora' transmitted by systems' supra-system is known as stresses, it c 
system to change. The purpose of stresses enables supra system to better achij 
Us goals. Each level of system trying to accommodate stress - may impose sl rc 
on its sub-system and so on. The impact of stress vanes depend,ng on wholh^ 
system reads or does not react to stress as shown in Fig. 2.3. 

' For example, RBI directive to all member Banks to implement RTGS/chcn Uri 
transadion. Each Bank's top management passes it on clearing department 
modify/upgrade its clearing system. Clearing cell passes it on EDP department 
to develop new software to suit RTGS. 

Entropy prevented through inputs to repair, replenish and maintain systems 
Such maintenance inputs are called as Negative Entropy . 

Impact of stress on the system 


r 

Adapt to accommodate 
stress & hence survive 

\ l 

Structural Process 

change change 


Be inert/pathological 
to stress & unltimately decay 


Fig. 2.3 Impact of stress on the System 


I 2.5 FUNCTIONAL & CROSS FUNCTIONAL SYSTEM ^ 

1. Functional system: The popular functional areas of the business organization 
are: 

• Human Resource Information System 

• Financial Information System 

• Marketing Information System 

• Production/Marketing Information System 

These departments or functions are known as functional areas of business 
Each functional area requires applications to perform all information processine 
related to the function. r & 

; • - •.-? - - . • - - -- ~ -.- 

“■Important Point: "The system which is based on the various business functions such as 
production, marketing, finance and personnel, etc. is called as functional system." 
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rIi:” by human rcs ° urccs sys, ° m is shm ™ % 2.4. 


-Job postings 

-Resume processing 
-Hiring procedures 


HP planning 

-Standards, including job 
Classification, skill require¬ 
ments, and pay standards 
-Staff planning _ 


Human 

resources 

systems 


Icompensation 


-Payroll 

-Vacation, health, and benefits 
Retirement plans and stock 
options 

^Employee contributions 


Assessment 


-Job requirements 

-Performance evaluations 


w r ...cn and training 

-Development programs 
[^Training clasps 

Fig. 2.4 Human Resources System 

Fig.?5 e fUnCd ° n SUPPOTted by accountin S and finance systems is shown in 


Treasury rnan aqempnt 

rPtaine^rJ _r— 


Manages retained earnings^ 
dividends payments and long-term 
financing {equity offerings and 
borrowing}. 


Cash management 


Helps the company manage inflows 
and outflows of cash; prepares 
company's cash budget; arranges 
for any needed external financing. 


General ledger 


Shows balances in all asset, 

liability and equity accounts. 


Financial reporting 


Accounts payable 


Tracks amounts that the company 

owes to its suppliers. Schedules 
payments. 


Accounting 

and 

Finance 

Systems 


Keeps records and reports ' 
financial results to investors, 
creditors and other external 
users {e.g. government regulators}. 


Cost accounting 


Accounts receivable 



Tracks amounts owed to the 
company by its customers. 
Manages collections. 


Determines, for internal users, 

how much it costs the company 
to provide specific products or 
services. 


_ Budgeting 

Assests management in quantifying 

goals for revenues and expenes; 
tracks progress toward meeting 
those goals. _ 


Fig. 2.5 Accounting and Finance Systems 

The function supported by Sales and Marketing System is shown in Fig. 2.6. 
Problems of functional systems: 

• Duplicated data: each application with its own database. 

• Disjointed business applications. 

• Limited information due to lack of integrated enterprise data. 

• Inefficient overall activities because of isolated decisions. 

• Costly. 
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faytuctmanMWwnLI": 


-Report sales by product, location 

and channel. 

-Assess promotions, advertising, 
and sales channels. 



AND’ 


-Record potential customers' 
-Track Interests. 

-Maintain history of contacts 


Sales and 
Marketing 
Systems 


Customer management 

-Maintain history of contacts. 

-Credit status. 

-Past-orders history. 


Sales forecasting - 

-Add projections: individual/terfitorw' 

region/company. y 

-Projection totals are used for 
company planning and.financial 
statements. 


Fig. 2.6 Sales and Marketing System 

2. Cross functional system: A cross-functional information system is the third 
era of information systems, after calculations systems and functional systems 
Cross-functional systems were designed to integrate the activities of the entire 
business process, and are called so because they 'cross 7 departmental 
boundaries. 

"^Important Point: "A cross-functional system is a group of people with different functional 
expertise working toward a common goal. It may include people from finance, marketing 
operations, and human resources departments." 

Typically, it includes employees from all levels of an organization. Members 
may also come from outside an organization (in particular, from suppliers 
key customers, or consultants). Such systems support business processes such 
as: Product development. Production, Distribution, Order management, 
Customer support, etc. as shown in Fig. 2.7. 



Component Design 


Product Test 
Product Release 
Process Design 
Equipment Design 
Production Starts 




Marketing 


R&D 


Manufacturing 


Fig. 2.7 Business processes 
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All business processes must be supported by cross-functional information 
system that crosses the boundaries of several business functions. Many companies 
are moving one step ahead and trying to install integrated cross-functional client- 
server app ica ions. ley «* le typically falling in these categories: Enterprise 
applications integration (EA1), Enterprise resource planning (ERP) and Supply 
chain management (SCM). ° ’ 3 


I 2.6 STEVEN ALTARS NINE ELEMENT WORK SYSTEM MODEL 


The work system concept is like a common denominator for many of the types of 
systems that operate within or across organizations. Operational information 
systems, service systems, projects, supply chains, and ecommerce web sites can 
all be viewed as special cases of work systems. 


■^Important Point. A work system is a system in which human participants and/or 
machines perform work using information, technology, and other resources to produce products 

and services for internal or external customers." 

. 


Business organizations contain work systems that procure materials from 
suppliers, produce products, deliver products to customers, find customers, create 
financial reports, hire employees, coordinate work across departments, and 
perform many other functions. The work system approach contains two central 
frameworks. 


• Nine elements of the work system 

• Work system life cycle model 


I 2.7 NINE ELEMENTS OF THE WORK SYSTEM M 

The nine elements of the work system framework as shown in Fig. 2.8 are the 
basis for describing and analyzing an IT-reliant work system in an organization. 
The framework outlines a static view of a work systems form and function at a 
point in time and is designed to emphasize business rather than IT concerns. 2.8 
say that work systems exist to produce products and services for customers. The 
arrows say that the elements of a work system should be in alignment. 

1. Processes and activities: It includes everything that happens within the work 
system. The term processes and activities is used instead of the term business 
process because many work systems do not contain highly structured business 
processes involving a prescribed sequence of steps, each of which is triggered 
in a pre-defined manner. Other perspectives with their own valuable concepts 
and terminology include decision-making, communication, coordination, 
control, and information processing. 

2. Participants: They are people who perform the work. Some may use computers 
and IT extensively, whereas others may use little or no technology. When 
analyzing a work system the more encompassing role of work system 
participant is more important than the more limited role of technology user. 
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Fig. 2.8 Work System Framework 


3. Information: It includes codified and non-codified information used and 
created as participants perform their work. Information may or may not be 
computerized. 

4. Technologies: It includes tools such as cell phones, projectors, spreadsheet 
software, and automobiles and techniques such as management by objectives 
optimization, and remote tracking that work system participants use while 
doing their work. 

5. Products and services: These are the combination of physical things 
information, and services that the work system produces. This may include 
physical products, information products, services, intangibles such as 
enjoyment and peace of mind, and social products such as arrangements 
agreements, and organizations. 

6. Customers: These are people who receive direct benefit from products and 
services the work system produces. They include external customers who 
receive the organization's products and/or services and internal customers 
who are employees or contractors working inside the organization. 

7. Environment: It includes the organizational, cultural, competitive, technical, 
and regulatory environment within which the work system operates. 

8. Infrastructure: It includes human, informational, and technical resources that 
the work system relies on even though these resources exist and are managed 
outside of it and are shared with other work systems. 

9. Strategies: It includes the strategies of the work system and of the 
department(s) and enterprise(s) within which the work system exists. 
Strategies at the department and enterprise level may help in explaining why 
the work system operates as it does and whether it is operating properly. 


I 2.8 WORK SYSTEM LIFE CYCLE MODEL (WSLC) ■ 

The other central framework in the work system approach is the work system life 
cycle model as shown in Fig. 2.9 which expresses a dynamic view of how work 
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systems change over time through iterations involving planned 
change. ° r 


— "« ''i 


and unplanned 



Fig. 2.9 Work System Life Cycle Model 

The WSLC differs fundamentally from the "System Development Life Cycle 
LC). 

(i) First, the SDLC is basically a project model rather than a system life cycle. 
Some cuirent versions of the SDLC contain iterations, but even those are 
basically iterations within a project. 

(ii) Second, the system in the SDLC is a basically a technical artifact that is being 
programmed. In contrast, the system in the WSLC is a work system that 
evolves over time through multiple iterations. This evolution occurs through 
a combination of defined projects and incremental changes resulting from 
small adaptations and experimentation. In contrast with control-oriented 
versions of the SDLC, the WSLC treats unplanned changes as part of a work 
systems natural evolution. 


I 2.9 IPO (Input-Processing-Output) MODEL 

In response to the changing background of organizations driven by computer 
systems, Input-Process-Output (IPO) Model was proposed. 

^Important P oint: "IPO Model states that the outcome of a meeting depends on the process 
that occurs during the meeting, which is in turn dependent on what is put into the 
meeting." 

The Fig. 2.10 demonstrates how resources put into the system (inputs) undergo 
a change (process) to produce results (outputs). 

1. Input: The sources are flowing into the system. These sources can include 
knowledge, attitudes, behaviors, resources and technology. 

2. Process: The action is of changing the input. 

3. Output: The result is flowing out of the system. 
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Fig. 2.10 Input-Processing-Output Model 


4. Storage: Location is where material inside the system is placed for possible 
use at a later point in time. 

5. Feedback: This occurs when the outcome has an influence on the input. 

The goal of the IPO model is to maximize process gains (actions during the 
process phase that improves output) while minimizing process losses (actions 
during the process phase that impairs output). 

I 2.10 STRUCTURE AND PERFORMANCE OF WORK SYSTEMS 

LEADING TO CUSTOMER DELIGHT M 

High performance work systems (HPWS) are organizations that utilize a 
fundamentally different approach to managing than the traditional hierarchical 
approach associated with mass production/scientific management. At the heart 
of this emerging approach is a radically different employer-employee relationship. 
Leading organizational behaviour specialists believe that HPWS has the greatest 
potential to provide sustained competitive advantage to companies adopting it. 

^Important Point: "High-performance work system is a right combination of people, 
technology, and organizational structure that makes'full use of the organization resources 
and opportunities in achieving its goals." 

To function as a high-performance work system, each of these elements must 
fit well with the others in a smoothly functioning whole. 

2.10.1 1 Structure of a High-Performance Work System 

The element of high performs work system as shown in Fig. 2.11 are as following: 

1. Organizational structure: The way the organization groups its people into 
useful divisions, departments, and reporting relationships. For example, the 
hierarchical relationships starting with the president on top and leading 
downward to the blue - collar workers represents the organization structure 
as shown in Fig. 2.11. 
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Organizational 

structure 


Information 

systems 


Organization's 

goals 



Reward 

systems 


Task 
design 

B / ; -*► 
People 

(selection, 

training, and 

development) 


Performance 


Fig. 2.11 Structure of a High-Performance Work System 

2. Task design: Determines how the details of the organization necessary 
activities will be grouped whether into jobs or team responsibilities. 

3. People: It is well suited and well prepared for their jobs. 

4. Reward systems: Contribute to high performance by encouraging people to 
strive for objectives that support the organizations overall goals. 

5. Information systems: Modern information systems have enabled 
organizations to share information widely. 

2.10.2 1 Performance of Work Systems 


The outcomes of each employee and work group contribute to the system overall 
performance. 

The organizations individuals and groups works efficiently, provide high- 
quality goods and services, etc., and in this way they contribute to meeting the 
organizations goals. Outcomes of a High-Performance Work System are shown 
in Fig. 2.12. 

When the organization adds or changes goals, people are flexible and make 
changes to as needed to meet the new goals. Teams perform work and employees 
participate in selection. Employees receive formal performance feedback and are 



Fig.2.12 High Performance of Work Systems 
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Entrepreneurship and Management Concept 

actively involved in the performance improvement process. Ongoing training j s 
emphasized and rewarded. Employee's rewards and compensation related to th 0 
company's financial performance. 

Equipment and work processes are structured and technology is used to 
encourage maximum flexibility and interaction among employees. Employ ees 
participate in planning changes in equipment, layout, and wor methods. Work 
design allows employees to use a variety of skills. 


• r 




Review Questions 



1. 

2 . 

3. 

4. 

5. 

6 . 

7. 

8 . 
9. 

10 . 


Explain feedback /pull control in a system. (R.G.P.V., Dec. 2 009) 

Draw Steven alters' nine element work system model. (R.G.P. V., Dec. 2 009) 

Discuss input-processing-output model open organization viewed as a system. 

What are system coupling and its various types? 

Explain feed forward /push control in a system. 

Explain whether computer is an open or closed system. 

What is law of requisite variety and its implications? 

What is functional and cross functional system? 

Explain steven altars nine element work system model. 

Discuss structure and performance of work systems leading to customer delight. 


(R.G.P.V., Dec. 2009, Dec. 2012) 
(R. G.P : V., Dec. 2010) 


m 
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a Introduction 

■ Meaning and Definition 

■ Functions of Management 

■ Importance of Management 

■ Schools of Theories 

=> Classical School of 
Management 
(Administrative 
Management) 

=> Bureaucratic 
Management 
=> Classical School of 
Management 

■ Hawthorne Experiments 

■ Knowledge Driven Learning 
Organization 

■ E-Business/E-Commerce 

=> Benefits of E-Commerce 
=> Application of 
E-Commerce 


I 3.1 INTRODUCTION WM 

Management in all business and organizational 
activities is the act of getting people together to 
accomplish desired goals and objectives using 
available resources efficiently and effectively. 
Management comprises planning, organizing, 
staffing, leading or directing and controlling 
an organization or effort for the purpose of 
accomplishing a goal. Resourcing encompasses 
the deployment and manipulation of human 
resources, financial resources, technological 
resources and natural resources. Since 
organizations can be viewed as systems, 
management can also be defined as human 
action, including design, to facilitate the 
production of useful outcomes from a system. 
This view opens the opportunity to manage 
oneself, a pre-requisite to attempting to manage 
others. 

I 3.2 MEANING AND DEFINITION H 


Management is the process of reaching 
organizational goals by working with and 
through people and other organizational resources. It is a dynamic process 
consisting of various elements and activities. These activities are different from 
operative functions like marketing, finance, purchase etc. Rather these activities 
are common to each and every manager irrespective of his level or status. The 
definitions by some of the leading management thinkers and practitioners are 
given below: 

■^Important Point: "There are four fundamental functions of management i.e., 
planning, organizing, actuating and controlling". 

George & Jerry, 

'Management is principally the task of planning, co-ordinating, motivating and 
controlling the efforts of others towards a specific objective." 

—James L Lundy 
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To mature is to forecast and plan, to organize, to command and to control". 

Management is the art and science of organizing and directing human effortsapSj^ 
to control the forces and utilize the materials of nature for the benefit of man. 

-American Society of Mechanical Engineers 

Management is guiding human and physical resources into dynamic organizational 
units lohich attain their objectives to the satisfaction of those served and with a high 
degree of morale and sense of attainment on the part of those rendering service. 

—American Management Association 


From the above definitions management has the following three characteristics: 

1. It is a process or series of continuing and related activities. 

2. It involves and concentrates on reaching organizational goals. 

3. It reaches these goals by working with and through people and other 
organizational resources. 


I 3.3 FUNCTIONS OF MANAGEMENT ■ 

There are five basic management functions that make up the management process 
as described in the following sections shown in Fig. 3.1: 

1. Planning: Planning activity focuses on attaining goals. Managers outline 
exactly what organizations should do to be successful. 

■^Important Point: "Planning involves choosing tasks that must be performed to 
attain organizational goals, outlining how the tasks must be performed, and indicating 
when they should be perfomed ." 
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Planning 


Controlling 


0 


Organising 


Functionof 

Management 


Directing 


Staffing 


Fig. 3.1 Functions of Management 
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NA®MENT ROLES AND FUNCTIONS 


succcss of ,,lc organization in the short term 
as well as m the long term. Organizing as a process involves: 

. It is making decisions on future course of actions. 

stratec^and doH dcc ^ lons on vision ' mission, values, objectives, 
strategies and policies of an organization. 

periods 00 * mmec ^ atc ' s^ort term, medium term and long term 

. It is a guideline for execution/im p l emen tation. 

It is a measure to check the effectiveness and efficient of an organization. 

2. Organizing: us can be thought of as assigning the tasks developed in the 
planning stages, to various individuals or groups within the organization. 

^Important Point: 'Organizing is to create a mechanism to put plans into action. People 
zoithin the organization are given work assignments that contribute to the company's goals." 


Tasks are organized so that the output of each individual contribution to the 
success of departments which, in turn, contributes to the success of divisions, 
which ultimately contributes to the success of the organization. Organizing as a 
process involves: 

• Identification of activities. 


• Classification of grouping of activities. 

• Assignment of duties. 

• Delegation of authority and creation of responsibility. 

• Co-ordinating authority and responsibility relationships. 

3. Staffing: It is the function of managing the organization structure and keeping 
it manned. Staffing has assumed greater importance in the recent years due 
to advancement of technology, increase in size of business, complexity of 
human behavior, etc. 


■^Important Point: 'Managerial junction of staffing involves managing the organization 
structure through proper and effective selection, appraisal and development of personnel to fill the 
roles designed in the structure". -Kootz and O'Donell, 


Staffing involves: 

• It includes manpower or human resource planning. 

• Staffing involves recruitment, selection, induction and positioning the 
people in the organization. 

• Decisions on remuneration packages are part of staffing. 

• Training, re-training, development, mentoring and counselling are 
important aspects of staffing. 

• It also includes performance appraisals and designing and 
administering the motivational packages. 

4. Directing: Communicate and co-ordinate with people to lead and ensure them 

to work effectively together to achieve the plans of the organization. 

- 

^Important Point: "Directing includes leading, motivating, communicating and 
coordinating." 


Scanned by CamScanner 






Entrepreneurship and Management Concepts 


It includes: 

• It is one of the most important functions of management to translate 
company's plan into execution. 

• It includes providing leadership to people so that they work willingly 
and enthusiastically. 

. Directing people involves motivating them all the time to create zeal 
among them to give their best. 

• Communicating companies’ plan throughout the organization is a „ 
important directing activity. 

• It also means co-ordinating various people and their activities. 

• Directing aims at achieving the best not just out of an individual but 
achieving the best through the group or team of people t rough team 
building efforts. 

5. Controlling: Controlling also requires a plan and a clear organization structure. 
The control process is used for establishing standards, correcting eviations, 
if any, measuring performance and establishing standards. 

^important Point: "This involves measuring and correcting the performance of the activities 
of subordinates so that the defined objectives and the plans devised to achieve those moves m the 
right direction." 


Thus: 

• It includes verifying the actual execution against the plans to ensure 
that execution is being done in accordance with the plans. 

• It measures actual performance against the plans. 

• It set standards or norms of performance. 

• It measures the effective and efficiency of execution against these 
standards and the plans. 

• It periodically reviews, evaluates and monitors the performance. 

• If the gaps are found between execution levels and the plans, controlling 
function involves suitable corrective actions to expedite the execution 
to match up with the plans or in certain circumstances deciding to make 
modifications in the plans. 


I 3.4 IMPORTANCE OF MANAGEMENT 



All organizations depend upon group efforts. Group action and joint efforts have 
become necessary in every walk of life. Management is required wherever two or 
more people work together to achieve common objectives. The success in group 
efforts depend upon mutual co-operation among the members of the group. 
Management creates teamwork and co-ordination among specialized efforts. 
Management is indispensable in all organizations whether a business firm, a 
government, a hospital, a college, a club, and even in informal group. Management 
is a creative force which helps in the optimum utilization of resources. 

1. Achieving group goals: It arranges the factors of production, assembles and 
organizes the resources, integrates the resources in effective manner to achieve 
goals. It directs group efforts towards achievement of pre-determined goals. 
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i time, money and effort!Man^emem^ ‘ hcrc wou,d bc no wastage of 

machines, money, etc. into useful entemriso ~ , d,sor 8 nn,zcd resources of men, 

directed and controlled in such a manned rcs ° urccs arc coordinatcd ' 
attainment of goals. lat enterprise work towards 

1 Minimization of cost: In the modern P n «,ml 

can succeed unless it is able to supply the ro ' • ^ com P etition no business 

lowest possible cost per unit. Management direct dTt ^ S ° rVi “ S at the 
such a manner that all wastage andextrav^ da y-to-day operations in 

costs and improving efficiency 8 managers enabled?e„? avoldad ' 1B V educing 
to face competitors and earn profits. enterprise to be competent 

3 . Encourages Innovation: Management akn 

organization. Innovation brings new irW ura 8 es mnovation in the 

new products, new services, etc. This makes theory f n f ° loSy ' new methods ' 
and efficient. organization more competitive 

Generarion of employment: By setting up and expanding business enterprises 

working in enterprise can get job satisfaction and hlppinTsTVn thfsTay 
managers help to sahsfy the economic and social needs of the employees 

Improves standmd of living: Efficient management leads to better economical 
production which in turm increases the welfare of people. Good managemern 
makes a difficult task easier by avoiding wastage of Scarce resource. It improve 
standard of living. It increases the profit which is beneficial to business and 
society will get maximum output at minimum cost by creating employment 
opportunities which generate income in hands. Organization comes^vith new 
products and researches beneficial for society. 

Development of the nation: Efficient management is equally important at 
the national level. Management is the most crucial factor in economic and 
social development. The development of a country largely depends on the 

quality of the management of its resources. 


4. 


I 3.5 SCHOOLS OF THEORIES ^ 

Management theories are the set of general rules that guide the managers to 
manage an organization. Theories are an explanation to assist employees to 
effectively relate to the business goals and implement effective means to achieve 
the same. 

1. Administrative Management (Classical School of Management): 
Administrative management basically focuses on how a business should be 
organized and the practices an effective manager should follow. While pioneer 
of scientific management tried to determine the best way to perform a job, 
those in the administrative management explored the possibilities of an ideal 
way (rule of thumb) to put all jobs together and operate an organization. Thus 
the main focus of administrative school or general management theory is on 
finding "the best way" to run organizations. Administrative management 
school is also called "traditional principles of management". Henry Fayol, a 
French industrialist, the chief architect and the father of the administrative 


by CamScanner 









I 

l 

Jl' 

I I 

»► I 

! 

; 

i [ 

| 

f t 


S 

5 


4 



~ ' ENITOrReNtWSHIPMmMANAflBMEOTCoN^ 

management theory. According to Fayol the five functions of managers ere 
as shown in Fie. 3.2: .. 

(i) Planning: It is drawing up plans of actions that J®n|J J. cs ' ourcc ^' 

continuity, flexibility and precision‘ Creating a plan of 

type and significance of work and futurc d rcqu ires the active 

action is the most difficult of ! hc . f ^ C „ | ‘ n j‘ mU st be coordinated 
participation of the entire organization. Planning n 
on different levels and with different time lorizons. 



Plan 




--\ 


Organize 

J 

f Command 

r 

Coordinate 


i 


J 

X 



Fig. 3.2 Functions of Managers (According to Henry Fayol) 


(ii) Organizing: It providing capital, personnel and raw materials for the 
day-to-day running of the business, and building a structure to match 
the work. Organizational structure depends entirely on the number of 
employees. An increase in the number of functions expands the 
organization horizontally and promotes additional layers of supervision. 

(iii) Commanding: It is optimizing return from all employees in the interest 
of the entire enterprise. Successful managers have personal integrity, 
communicate clearly and base their judgments on regular audits. Their 
thorough knowledge of personnel creates unity, energy, initiative and 
loyalty and eliminates incompetence. 

(iv) Co-ordinating: This is unifying and harmonizing activities and efforts 
to maintain the balance between the activities of the organization as in 
sales to production and procurement to production. Fayol 
recommended weekly conferences for department heads to solve 
problems of common interest. 

Fayol concluded that all activities that occur in business organizations could 
be divided into six main groups and all the following activities are interdependent: 

1. Technical (production, manufacturing) 

2. Commercial (buying, selling, exchange) 

3. Financial (obtaining and using capital) 

4. Security (protection of property and persons) 

5. Accounting (balance sheet, stocktaking, costing) 

6. Managerial (planning, organizing, commanding, coordinating, controlling). 
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2. Bureaucratic Management: Max Weber embellished the scientific 

management theory with his bureaucratic management theory which is mainly 
focused on dtvi tng organizations into hierarchies, establishing strong lines 
of authority and control. ° 

• >} { 

^Importacnt Point: “Bureaucratic management may be described as "a formal system of 
organisation based on clearly defined hierarchical levels and roles in order to maintain efficiency 
cold effectiveness. 

Weber suggested organizations develop comprehensive and detailed standard 
operating procedures for all routines tasks. Bureaucratic structures evolved from 
traditional structures with the following changes: 

1. Jurisdictional areas are clearly specified, activities are distributed as 
official duties (unlike traditional form where duties delegated by leader 
and changed at any time). 

2. Organization follows hierarchical principle — subordinates follow orders 
of superiors, but have right of appeal (in contrast to more diffuse 
structure in traditional authority). 

3. Intention, abstract rules govern decisions and actions. Rules are stable, 
exhaustive, and can be learned. Decisions are recorded in permanent 
files (in traditional forms few explicit rules or written records). 

4. Means of production or administration belong to office. Personal 
property separated from office property. 

5. Officials are selected on basis of technical qualifications, appointed and 
not elected, and compensated by salary. 

6. Employment by the organization is a career. The official is a full-time 
employee and looks forward to a life-long career. After a trial period 
they get tenure of position and are protected from arbitrary dismissal. 

3. The Classical School of Management: The classical school is the oldest formal 
school of management thought. Its roots pre-date the twentieth century. The 
classical school of thought generally concerns ways to manage work and 
organizations more efficiently. Three areas of study that can be grouped under 
the classical school are scientific management, administrative management, 
and bureaucratic management. The classical school of management has sought 
to define the essence of management in the form of universal fundamental 
functions. These, it was hoped, would form the cognitive basis for a set of 
relevant skills to be acquired, by all would-be managers through formal 
education. 

Fayol is the representative of classical school of management thought. 
Administrative management is the managerial mode he stood for where 
it applied essential points to administrative management principles of 
controllers. 


^Sklmportacnt Point: Fayol's famous works: Industrial management and common 
management. He divided management into five segments. Therefore, it denoted controllers were 
to carry out the five segments, i.e. to forecast, to organize, to command, to coordinate, to control. 
By now, these five segments are still the functional basis and basic process by which controller's 
Research into management. 
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- EHTHBraKNEOKSH-PANDMANAO^NTCONCEm. 

. thnrofore 14 principles of 
According to his thought ovcr managcnienh^ ^ of organ i z aHon 

organization came into existence. These 14 u 


7 Division of work: Professionally increased output is done through improving 

effectiveness of the workers. . anod at giving commands as 

2. Authority: The managers were r «l uire Q S ibility were accompanying 

authority conferred them right to do so but responsibility 

authority. , rp , nGct organizational rules and 

3. Discipline: The workers must adhere understanding 

regulations. The managers and worked must have cle^n ^ ^ 

:s—— 

Interests of any individuals or groups should not exceed o g 

5 . Rem»“l. was retired to improve the workers jobs and offer e q ual 

6. Concentration^ power It refers the level of the workers involvement in 
decision-making. 

7 Scalar chain: The establishment of a line of authority by which communication 
With the chain by levels of authority from the seniors to the 

subordinate. 

8. Order: The workers and substance should be on the corresponding position 
at appropriate time. 

9. Equality: Managers ought to keep kindness and equality for the workers. 

10. Stability of employees: The terms of office as high mobile or higher turnover 
of labours would lead to low effectiveness and efficiency. 

11. Initiative: When being allowed to participate in formulation and enforcement 
of planning, employees would complete works with their great efforts. 

13. Right substitute as positions: High mobile labour would lead to low 
effectiveness. The managers should formulate plans of human affairs in order 
as to find the right substitute as positions appeared vacant. 

14. Esprit de corps (sense of belonging/part of team): It publicized that esprit de 
corps would be established and unified harmoniously. 

I 3.6 HAWTHORNE EXPERIMENTS ■ 

The Hawthorne experiments were ground breaking studies in human relations 
that were conducted between 1924 and 1932 at Western Electric Company's 
Hawthorne Works in Chicago. The Hawthorne effect is a psychological 
phenomenon that produces an improvement in human behaviour or performance 
as a result of increased attention from superiors, clients or colleagues. In a 
collaborative effort, the effect can enhance results by creating a sense of teamwork 
and common purpose. 

Elton Mayo's studies grew out of preliminary experiments at the Hawthorne 
plant from 1924 to 1927 on the effect of light on productivity. Those experiments 
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bill'Marchers bega^to^^!^haSd "f * h ° nd ' hC amounl of illumination 

1 . Variables affecting productiwl S ( ?"?“ W ° U ' d influen “ ° u, P ut - 
what effect fatigue and monotonv hadn^i^' E '!? n Mayo wantcd to find out 
them through such variables ns rod P r °ductivity and how to control 

humidity. In the process, he stumhlnH blCaks ' work hours ' temperature and 
that would help to revolutionize the th^° n a pr ncip,c of human motivation 
Mayo selected two women and had tS f ceof 1 management. Elton 

the assembly line, segregated them from 11 -,^° S f Gct an four from 

under the eye of a supervisor who °' ^ and P ut them 

disciplinarian. Mayo made frequent chaneTif™ fu ” endl ^ ° bse rver than 
always discussing and explaining the changes in adv^IT" ' nS COndiHons - 

Z Relay Assembly: The group was employed in assembling telephone relavs-a 
relay bemg a small but complicated mechanism composed of abouTfor^ 
separate parts wh.ch had to be assembled by the girls seated at alone bench 
and dropped into a shaft when completed. The relays were mechanicallv 
counted as they slipped down the shaft. The intent wi to measure the bal c 
rateof produchon before making any environmental changes. Then, as changes 
were introduced, the impact to effectiveness would be measured by increas^ 

or decreased production of the relays. y 

3 ‘ Fe fwu Ck m ? chan * sm: Thr °ughout the series of experiments, an observer sat 
with the girls in the workshop noting all that went on, keeping the girls 
informed about the experiment, asking for advice or information, and listening 
to their complaints. The experiment began by introducing various changes 
each of which was continued for a test period of four to twelve weeks. The 
results of these changes are as follows: 


3.6.11 Work Conditions and Productivity 

1. Work is a group activity, team work can increase a worker's motivation as it 
allows people to form strong working relationships and increases trust 
between the workers. 

2. Work groups are created formally by the employer but also occur informally. 
Both informal and formal groups should be used to increase productivity as 
informal groups influence the worker's habits and attitudes. 

3. Workers are motivated by the social aspect of work, as demonstrated by the 
female workers socializing during and outside work and the subsequent 
increase in motivation. 

4. Workers are motivated by recognition, security and a sense of belonging. 

5. The communication between workers and management influences workers' 
morale and productivity. Workers are motivated through a good working 
relationship with management. 


■ 3.7 KNOWLEDGE DRIVEN LEARNING ORGANIZATION H 

Knowledge driven learning organization is one of the most recent topics today in 
both the industry world and information research world. In our daily life, we deal 
witti huge amount of data and information. Data and information is not knowledge 
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know, how to dig the value out of it. This is the reason’ 


its simplicity and broad context. 



Knowledge management draws from a wide range of disciplines and 


technologies: 

1. Cognitive science 

2. Expert systems, artificial intelligence and knowledge base management 
systems (KBMS) 

3. Computer-supported collaborative work (group-ware) 

4. Library and information science 

5. Technical writing 

6. Document management 

7. Decision support systems 

8. Semantic networks 

9. Relational and object databases 

10. Simulation 

11. Organizational science 

12. Object-oriented information modeling 

13. Electronic publishing technology, hypertext, and the World Wide Web 
(www); help-desk technology 

14. Full-text search and retrieval 

15. Performance support systems 

The main drivers behind knowledge management efforts are: 

1. Knowledge Attrition: Despite the economic slowdown, voluntary employee 
turnover remains high. 

2. Knowledge Merging: The recent passion of corporate mergers coupled with 
the increased need to integrate global corporate communications requires the 
merging of disparate and often conflicting knowledge models. 

3. Content Management: The explosion of digitally stored business-critical data 
is widely documented. 

4. E-Learning: As the economy becomes more global and the use of PCs more 
pervasive, there has been a dramatic increase in e-learning, also known as 
computer based training. E-learning is closely linked to an overlapping with, 
but not equal to knowledge management. E-learning can be an effective 
medium for knowledge management deliverables. 
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_ 

| 3.8 E-BUSINESS/E-COMMERCE H 

Electronic commerce is also known no - 

^mmcrccbehveen individuals?,Told ,r,r mm ? C ° ° r °- busincss - Tradc and 

“in the list is electronic 

Electronic commerce is defined as the actual h„ Jinf ? J XaS c ' commorce ' 
electronically on line. Products are disolavTi? 8 d “S™ 8 ° f800ds or sorvices 
customers can read information ?boui he n?oH? ? ° n ; l ,; ne S '° re and P otential 
have the option to purchase° n ‘ he T bsite and 

the principles of business apply to this also. The important requirement", toXduc“ 
the e-commerce business are as follows: 4 ISIO conauct 

(a) Website either owned or supplied by cart provider 

(b) to l,st oui pr “ ,uct w “ - d —^ * «*<* 

(c) A method to get the funds into the bank account. 

^Jmportacnt Point: E-commcce is a system that consists of the buying and selling of products 
or services over electronic systems such ns the Internet and other computer networks. 

The amount of trade conducted electronically with widespread internet usage. 
The use of commerce is conducted in this way, encouraging and drawing on 
innovations in electronic funds transfer, supply chain management, internet 
marketing, online transaction processing (as shown in Fig. 3.3), electronic data 
interchange (EDI), inventory management systems, and automated data collection 
systems. Modern electronic commerce typically uses the World Wide Web at least 
at some point in the transaction's lifecycle, although it can encompass a wider 
range of technologies such as e-mail as well. 


User 


Order placed 


M/m 


Shopping cart Credit card is charged 



Fig. 3.3 E-Commerce 
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3.8.11 Benefits of E-Commerce / 

The benefits of e-commerce are as following: 

1. Save time: Eeommerce allows people to carry out businesses without the 

barriers of time or distance. One can log on to the interne a any p 
time, be it day or night and purchase or sell anything one esires g 

click of the mouse. , .. . , 

2. Low cost: The direct cost-of-sale for an order takei \[ rom ? sf Shuman 
than through traditional means (retail, paper based), as nrocess Also 
interaction during the on-line electronic purchase 

electronic selling virtually eliminates processing errors, as well as be g 
and more convenient for the visitor. 

Vast market: E-commerce is ideal for niche products. Customers or sue 
products are usually few. But in the vast market place i.e., the internet, even 
niche products could generate viable volumes. 

Cheapest: Another important benefit of e-commerce is that it is the cheapest 
means of doing business. 

Competitions: The day-to-day pressures of the marketplace have played their 
part in reducing the opportunities for companies to invest in improving their 
competitive position. A mature market, increased competitions have all 
reduced the amount of money available to invest. If the selling price cannot 
be increased and the manufactured cost cannot be decreased then the 
/difference can be in the way the business is carried out. E-commerce has 
/ provided the solution by decimating the costs, which are incurred. 

Tangible benefits: From the buyer's perspective also e-commerce offers a lot 
of tangible advantages. 

(a) Reduction in buyer's sorting out time. 

(b) Better buyer decisions. 

(c) Less time is spent in resolving invoice and order discrepancies. 

(d) Increased opportunities for buying alternative products. 

Strategic benefits: The strategic benefit of making a business 'e-commerce 
enabled', is that it helps reduce the delivery time, labour cost and the cost 
incurred in the following areas: 

(a) Document preparation. 

(b) Error detection and correction. 

(c) Reconciliation. 

(d) Mail preparation. 

(e) Telephone calling. 

(f) Data entry. 

(g) Overtime. 

(h) Supervision expenses. 

Operational benefits: Operational benefits of e-commerce include reducing 
both the time and personnel required to complete business processes and 
reducing strain on other resources. It's because of all these advantages that 
one can harness the power of e-commerce and convert a business to e-business 
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by using powerful turnkey e-commerce solutions made available by e-business 
solution providers. 


3 . 8 . 2 1 Application of E-Commerce 

Today e-commerce is being used in different fields, which are as under: 

1 . Transaction Processing System: All data, which comes under any sort of 
transaction, make use of e-commerce like — airline/railway/hotels reservation, 
stock trading, insurance policy, etc. 

2. Education and Medical: Today e-commerce is playing a vital role in improving 
the technologies used in education and medical department. There are many 
different online facilities, which allow the users to collect information 
regarding this field. 

3. Information Services: There are many different information services available 
today like - American online, which helps in gathering latest information. 

4. Value Aided Network: With this facility the business information are being 
converted from one network to other network. 

5. Electronic Payment: Today anyone having the ATM (Automatic Teller 
Machine), internet banking or credit cards can be directly involved in the 
transaction of many. It is one of the latest technologies, which allows the users 
to freely perform the marketing jobs. 

3.8.31 Advantages of E-Commerce 

The advantages of e-commerce are as following: 

1. It is very easy to reach the customers throughout the world at any time via 
internet or via an electronic data interchange (EDI) system. 

2. Throughout the year, on all the days this system can be operated. 

3. The cost of setting up of an e-commerce website is very low when compared 
with retail outlet. 

4. There is more flexibility in a website to add and remove a product than in 
catalogues or brochures. 

5. It potentially gives exposure to previously untapped market segments. 

6. It offers wide choice and wastage of time can be avoided. 


3.8.41 Disadvantages of E-Commerce 


The disadvantages of e-commerce are as following: 

1. There is no possibility to touch and feel merchandise. 

2. With growing importance of e-commerce and computer communication 
technologies the social contacts of the consumers are going to be reduced. 

3. Since online stores do not exist for long periods, many companies do not know 
exactly the set-up of store. 

4. There is a possibility for intercepting transactions and cause problems to 
consumers and companies who operate on the internet. 
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■ 3.9 UNCERTAINTY AND ADAPTABILITY 


Uncertainty is applied to predictions of future events, to physical measurement 
already made, or to the unknown. Although the terms are used in various way^ 
among the general public, many specialists in decision theory, statistics and other 
quantitative fields have defined uncertainty, risk, and their measurement as: 

1. Uncertainty: It refers to the lack of certainty. It is a state of having limited 
knowledge where it is impossible to exactly describe the existing state, a future 
outcome, or more than one possible outcome. 

2. Measurement of Uncertainty: A set of possible states or outcomes where 
probabilities are assigned to each possible state or outcome- this also includes 
the application of a probability density function to continuous variables and 
expected value or outcomes can be calculated. 

3. Risk: It is a state of uncertainty where some possible outcomes have an 
undesired effect, results or significant loss. 


4. Measurement of Risk: A set of measured uncertainties where some possible 
outcomes are losses, and the magnitudes of those losses - this also includes 
loss functions over continuous variables. 


Adaptability is a feature of a system or of a process. Adaptability can be 
understood as the ability of a system to adapt itself efficiently and fast to chanced 
circumstances. An adaptive system is therefore an open system that which is able 
to fit its behaviour according to changes in its environment or in parts of the 
system itself. That is why a requirement to recognize the demand for chance 
without any other factors involved can be expressed. 


aJmportacnt Voint/'Adaptability in the field of organizational management can in general 
be seen as an ability to change something or oneself to fit to occurring changes." 

-Andresen and Gronau 


. . wvlf t0 business and manufacturing systems and processes 

adaptability has come to be seen increasingly as an important factor for ih • 
efficiency and economic success. To determine the adantabilitv nfan 61r 

system, it should be validated concerning some criteri a P 7 Pr ° CeSS ° r 3 


■ 3.10 CORPORATE CULTURE _ 

Organizational culture is the combined hphavir,.,,- 

organization and the meanincs that thp i umans who are part of an 
includes the orga J uzahon Xs vlin„r P a ' taCh ( ° their actions - Culture 
symbols, beliefs and habits. It is also the pattern o/suT^l? 8 langua S e ' systems, 
assumptions that are taught to new oreanb^H i SUCh coIlectlve behaviours and 
and even thinking and ^Z ^^T°^ emhers 35 a way of perceiving, 
groups interact vWth eachotihen^th'chenU^nd with st^^hoWer^ e0 ^ e 

Review Questions 


1. List and describe management functions. 

Wh„ « management? Liu iheort* o( manag<!menl ^ ^ ^ IR.G.P.V, fta 2010) 

3 . 
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. . — ..... _ 

■NT Roifci and Functions 


i. Explain »he different functions of manai*L'm..n» n .. , 

of management. ® ’ ,scuss the relative importance of the functions 

5 . ' What are the schools of theories: (R.G.P.V., Dec. 2011 

<a) Classical School of ManagcmentfAdministrative Management) 

(b) Bureaucratic Management b m ; 

(c) Classical School of Management. 

6. What is knowledge driven learning organization? 

7. Explain the concept of Hawthorne Experiments? 

8. What is Easiness? Ex plain the advantage and disadvantage of E-Business 
What am the benefits of E-Commerce? Explain the applicatfon of E-Commetce 

10. What do you meant by corporate culture? 



bi . 
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m Introduction 
=> Definition 

=> Features of Organization 

■ Nature and Purpose 
Organization 

■ Planning 

=> Meaning and Characteristics 
of Planning 

■ Levels of Planning 

■ Difficulties of Planning 

■ Management By Objective (MBO) 

■ BCG Matrix 

■ GE-MCKinsey Matrix 
> SWOT Analysis 

■ Steps in Decision Making 

■ Principles of Organization 

■ Types of Organization 

■ Dimensions of Organizations 

■ Departmentalization 

■ Span and Line of Control 

■ Organization Typology 


| 4.1 INTRODUCTION ^ 

The term organization is used in four different 
senses: as a process, as a structure of 
relationship, as a group of persons and as a 
system, as given below in Fig. 4.1: 

(i) Organization as a process: Organization 
is dynamic process of managerial activity 
which is essential for planning the 
optimum utilization of company's 
resources for the various objectives. 
Organization as a framework of 
relationship: Organization refers to the 
structure of relationships and among 
position jobs which is created to release 
certain objectives. Organization is the 
form of every human association for the 
attainment of a common purpose. 

(iii) Organization as a group of persons: 
Organization is a group of persons 
contributing their efforts towards certain 
goals. 


(ii) 


Organisation as 
a system 


/ 


Organisation as a Organisation 
group of persons 


Organisation as a 
process 


Organisation's a 
framework of 
relationship 


Fig. 4.1 Organization 
40 


Scanned by CamScanner 













Dbrmitmkntalization and Typology j 

^ arrangcnicnt n ** * 8 ^ 8tem: Organization is viewed os system or an 

4.1.11 Definition and Meaning of Organization 

dto^mizatforuireas follows 0 ' 83 " 123110 " diffcrcnt ways ' Thc main definitions 


^Importanl Point: "A goal oriented open extern composed of people, structure mi 

*A consciously atordmaled social unit composed ofhooormorc people thatfunctions as a relatively 
continuous basis to achieve common goals or set of goals." Rtibins 

^Organization is the process of identifying and grouping the work to be performed, defining and 
delegating responsibility and authority, and establishing relationship for the purpose of entiling 
people to work most effectively together in accomplishing objectives." Louis A. Allen 

"Organization may be defined as a group of individuals, large or small, that is cooperating 
under the direction of executive leadership in accomplishment of certain common object." 

. . Keith Davis 

From the above definitions, an organization has the following characteristics: 
1 . It is an open system. 

. 2. It is a goal oriented. 

3. It is a collection of people. 

4. Organization consists of people. 

5. Organization consists of technology. 

6 . It has continuity. 

4.1.21 Features of Organization 

The main characteristics or features of organization are as follows as shown in 
Fig. 4.2: 


Objectives 


Continuity 


Features 

of 

organisation 


An open 
system 


Granting the 
authority 


Collection of 
people 


Consists of 
technology 

Fig. 4.2 Features of Organization 
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1. Objectives: Born with the enterprise are its lone-life objectives of n m m,k, 
manufacturing and selling its products. Other objectives must be esteb hJS 
by the administration from time to time to aid and support's m^ 

exists and fimrta Anopens y stem mean sopen to environment Organization 
to acquire rieht ^ m envir ° nment - Environment compels the organization 
serve thp ,w ^ ° f pCOp e ' techn ology and structure so that the goals to 

influence by th^ronment' ^ ° r8anizati ° n is thus 8reatl r 

£°Ji eCti0n J 0f p ®°pl e: People are the main performers in any organization. In 
npn *1 ' V p F S/ ^ e * emen ^ s any organization are the same except the 

P P C ' , v . en same age, qualification, experience and facilities, the 

output of the people may vary. 

4. Consists of Technology: Technology is the means of doing works. There are 
various ways of doing work. Technology originates a certain policy necessary 
o eep organizational beliefs in doings of the various people at different 
s ructural level. This saves the integrity of the people in achieving goals. 

5. Defining and Granting the Authority: The authority and responsibility 
should be well defined and should correspond to each other. A close 
relationship between authority and responsibility should be established. 

6 ?L ntinuit y : As t,ie organization involves people, and the people generate 
different needs, they can leave the organization or some may die too. This 
does not affect the organization to stop or lessen in size. 


I 4.2 NATURE AND PURPOSE OF ORGANIZATION 

Most socialist would agree that as human is part of an organization structure, 
t ey too need to find a way to integrate within the compound of organization. 

he nature of organization is to function as a whole and not as a system. Within 
the nature of organization, there exists workers and system that guides the 
organization. Nature of organizations is: 

1 . Maximizing profit. 

2 . Creating successful human culture. 

3. Requiring optimum resources. 

4. Creating perfect culture. 


I 4.3 PLANNING _ 

In simple words, planning is deciding in advance what is to be done, when where, 
how and by whom it is to be done. Planning bridges the gap from where we are to 
where we want to go. It includes the selection of objectives, policies, procedures 
and programs from various alternatives. A plan is a pre-determined course of 
action to achieve a specified goal. It is an intellectual process characterized by 
thinking before doing. It is an attempt on the part of manager to anticipate the 
future in order to achieve better performance. Planning is the primary function of 
management. 
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OM ««»toioN Planning, DEPABTMENTAUZAT.ON and Typology - ? 

4.3.11 Meaning and Definition of Planning 

it passible for things to occur which would not otherwise™^™ " 

Planning is a function that determines in advance tnhJ i ul j ^ ° Donnel 

the enterprise objectives, policies, programs, procedures 6 mid of] ^ ltC0 ™ is \*;°f selecting 
ebjedives. In planning, the manager must decide which of the nh ier , meat ! s °f acliievin g these 
mid executed. Planning is intellectual in nature It is amenta]™ l ° he f° llofWed 

preparing for the future. U * " mmtal work ltIS thinkin S ** 

, . . , , , -TheoHaimann 

A plan is a trap laid to capture the future " 

L.. J ‘ -According to Allen 

4.3.21 Characteristics of Planning 


l. 


Planning is goal-oriented: Goal orientation describes the actions of people 
imd organ,zahons regarding their primiuy aims. In business, goal orientation 
type o strategy that affects how the company approaches its revenues 
and plans for future projects. While all businesses are naturally goal oriented 
m some way, goal orientation plays an important role in focus and fund 

mlmmron^nX^ct 0 ^ 3 P "*•*“ 

• Planning is made to achieve desired objective of business. 

• The goals established should general acceptance otherwise individual 
efforts and energy may go misguided and misdirected. 


• Planning identifies the action that would lead to desired goals quickly 

and economically. n 3 

• It provides sense of direction to various activities. E.g. Maruti Udhyog 

is trying to capture once again Indian Car Market by launching diesel 
models. 


2 . Planning is looking ahead: Planning is looking ahead is true because it 
contributes heavily to success and gives us some control over the future. By 
planning we set aside our tasks and deadlines so that we can enlarge our 
mental focus and notice the bigger picture. By planning we can set 
organizational goals and for this certainly we have to look ahead. 

• Planning is done for future. 

• It requires peeping in future, analyzing it and predicting it. 

• Planning is based on forecasting. 

• A plan is a synthesis of forecast. 

• It is a mental pre-disposition for things to happen in future. 

3. Planning is an intellectual process: Planning is an intellectual process of 
thinking in advance. It is a process of deciding the future on the series of 
events to follow. Planning is a process where a number of steps are to be 
taken to decide the future course of action. Managers or executives have to 
consider various courses of action, achieve the desired goals, go in details of 
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the pros and eons of ever)' course of action and then finally decide what cour,^. 
of action may suit them best. Thus: 

• Planning is a mental exercise involving creative thinking, sound 
judgement and imagination. 

• It is not a mere guesswork but a rational thinking. 

• A manager can prepare sound plans only if he has sound judgement, 
foresight and imagination. 

• Planning is always based on goals, facts and considered estimates. 

4. Planning is the primary function of management/Primacy of Planning; 
Planning lays foundation for other functions of management. 

• It serves as a guide for organizing, staffing, directing and controlling, 

• All the functions of management are performed within the framework 
of plans laid out. 

• Planning is the basic or fundamental function of management. 

5 . Planning is a Continuous Process: According to George R. Terry, "Planning 
is a continuous process and there is no end to it. It involves continuous 
collection, evaluation and selection of data, and scientific investigation and 
analysis of the possible alternative courses of action and the selection of the 
best alternative. 

• Planning is an eternal function due to the dynamic business 
environment. 

• Plans are also prepared for specific period of time and at the end of that 
period, plans are subjected to revaluation and review in the light of 
new requirements and changing conditions. 

• Planning never comes into end till the enterprise exists issues, problems 
may keep cropping up and they have to be tackled by effective planning. 

6. Planning is designed for efficiency: Planning leads to accomplishment of 
objectives at the minimum possible cost. 

• It avoids wastage of resources and ensures adequate and optimum 
utilization of resources. 

• A plan is worthless or useless if it does not value the cost incurred on it. 

• Planning must lead to saving of time, effort and money. 

• Planning leads to proper utilization of men, money, materials, methods 
and machines. 


I 4.4 LEVELS OF PLANNING ■ 

A plan is a pre-determined course of action to achieve a specified goal. It is an 
intellectual process characterized by thinking before doing. Planning function of 
management involves following steps as shown in Fig. 4.3. 

1. Establishment of objectives: Planning starts with the setting of goals and 
objectives to be achieved. Objectives provide a rationale for undertaking 
various activities as well as indicate direction of efforts. 

2 . Establishment of Planning Premises: Planning premises are the assumptions 
about the lively shape of events in future. They serve as a basis of planning. 
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Establishment of objectives 


1£ 


Establishment of planning premises 


!LE 


Choice of alternative courses of action 


1 £ 


Formulation of derivative plans 


1 £ 


Securing Co-operation 


1 £ 


Follow up/Appraisal of plans 


Fig. 4.3 Levels of Planning 


3. Choice of alternative courses of action: When forecasting is available and 
premises are established, a number of alternative courses of action have to be 
considered. For this purpose, each and every alternative will be evaluated by 
weighing its pi os and cons in the light of resources available and requirements 
of the organization. 

4. Formulation of derivative plans: Derivative plans are the sub-plans or 
secondary plans which help in the achievement of main plan. Secondary plans 
flows from the basic plan. These are meant to support and expedite the 
achievement of basic plans. 

5. Securing Co-operation: After the plans have been determined, it is necessary 
rather advisable to take subordinates or those who have to implement these 
plans into confidence. 

6. Follow up/Appraisal of plans: After choosing a particular course of action, it 
is put into action. This step establishes a link between planning and controlling 
function. 


H 4.5 DIFFICULTIES IN PLANNING 


There are several difficulties of planning. Some of them are inherent in the process 
of planning like rigidity and other arise due to shortcoming of the techniques of 
planning and in the planners themselves. The difficulties in planning are as shown 
in Fig. 4.4. 


'^Important Point: "Expenses on planning should never exceed the estimated benefits from 
planning." -Koontz and O’Dondl, 
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1. Make administration Inflexible: Planning has tendency to m l 
administration inflexible. Planning implies prior determination of p 0 jj • 
procedures and programs and a strict adherence to them in all circumstan 05. 
There is no scope for individual freedom. CCs> 




Make administration inflexible 

False sense of security 


r-> 

Difficulties in 



planning 

^_ J 


Time consuming and probability 
in planning 


Expensive 


Fig. 4.4 Difficulties in Planning 

2. Time consuming: Planning is not suitable during emergency or crisis when 
quick decisions are required. It is because planning is a time consuming process 
as it involves collection of information, its analysis and interpretation thereof 
This entire process takes a lot of time specially where there are a number of 
alternatives available. 

3. Probability in planning: Planning is based on forecasts which are mere 
estimates about future. These estimates may prove to be inexact due to the 

uncertainty of future. Any change in the anticipated situation may render 
plans ineffective. 

4. False sense of security: Elaborate planning may create a false sense of security 

to the effect that everything is taken for granted. Managers assume that as 
long as they work as per plans, it is satisfactory Therefore, they fail to take un 
timely actions and an opportunity is lost. v 

5. Expensive: Collection, analysis and evaluation of different information, facts 
and alternatives involves a lot of expense in terms of time, effort and money. 


I 4.6 MANAGEMENT BY OBJEOTI VF (MBO) ^1 

Management by objective (MBO) is the most widely accepted philosophy of 
management today which is a demanding and rewarding style of management. 

^.Important Point: "MBO is a process whereby superior and subordinate managers of an 
organization jointly define its common goals define each individual’s major areas of responsibility 
in terms of results expected of him and use these measures as guides for operating the unit and 

assessing the contribution of each of its members." T -George Odiome 

j "MBO is a dynamic system which seeks to integrate the company’s needs to clarify and achieve 
its profits and growth goals with the manager's need to contribute and develop himself. It is a 

demanding and rewarding style of managing a business." -John Humble 

Peter Drucker outlined the five-step process for MBO as shown in Fig. 4.5. 
towoSffectively! CU ^ 011311611865 that need to be addressed for the whole system 


a 


ied bv Ce 
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Those steps are explained below: 

1. Set organizational objectives- MRn * . 

organizational objectives Iftheoran S . arls w,th cIcar, y defined strategic 

one working there will be able tn Su- S" ,S not clcar where ** is going, no 

2 . Cascading objectives down „ 

organization needs to set clear cmk??i ? eeS: To su PP ort the mission, the 

down from one organizational levnU ?u JGCtlVes ' which then need to cascade 
to make MBO goals and objectives c u- G next unti * ^ey reac h to everyone 
■SMART acronym to set coals hS f 6 morc effective - Dicker used the 
accountable. He said that coals attainable and to which people felt 

S-t Specific 8°als and objectives must be: 

M -» Measurable 

R -» Realistic t0 the Participative management principle) 

T -» Time related 



3. 


Fig. 4.5 Five-step process for MBO 

Encourage participation in goal setting: Everyone needs to understand how 
their personal goals fit with the objectives of the organization. This is best 
done when goals and objectives at each level are shared and discussed so 
that everyone understands "why" things are being done, and then sets their 
own goals to align with these. This increases people's ownership of their 
objectives. Rather ft,an blindly following orders, managers, supervisors, and 
employees in an MBO system know what needs to be done and thus need not 
be ordered around. By pushing decision-making and responsibility down 
through the organization, mangers motivate people to solve the problems 
they face and give them the information they need to adapt flexibly to changing 


4. Monitor Progress: Because the goals and objectives are SMART, they are 
measurable. They do not measure themselves though, so supervisor have to 
create a monitoring system that signals when things are off track. This 
monitoring system has to be timely enough so that issues can be dealt with 
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bcfore they threaten goal achievement. With the cascade effect, no goal is Set 
in isolation, so not meeting targets in one area will affect targets eveiywhcro. 
e evaluate and reward performance: MBO is designed to improve performance 
at all levels of the organization. To ensure this happens, superiors need to put 
a comprehensive evaluation system in place. As goals have been defined in a 
specific, measurable and time-based way, the evaluation aspect of MBO i s 
relatively straight forward. Employees are evaluated on their performance 
with respect to goal achievement (allowing appropriately for changes in the 
environment.) All that is left to do is to tie goal achievement to reward, and 
perhaps compensation, and provide the appropriate feedback. 

4.6.11 Advantages of MBO 


Management by objective (MBO) has following advantages: 

1. MBO is a result-oriented philosophy: It does not favor management by crisis. 
Managers are expected to develop specific individual and group goals, develop 
appropriate action plans, properly allocate resources and establish control 
standards. 

2. Goal-setting is typically an annual feature: MBO produces goals that identify 
desired/expected results. Goals are made verifiable and measui able \which 
encourage high level of performance. 

3. Decision-making: It participative decision-making and twk-way 
communication encourages the subordinate to communicate freely and 
honestly. Participation, clearer goals and improved communication will go a 
long way in improving morale of employees. 

4. Planning process: MBO programs sharpen the planning process in an 
organization. It compels managers to think of planning by results. 

5. Accomplish the mission: MBO gives an individual or group, opportunity to 
use imagination and creativity to accomplish the mission. Managers devote 
time for planning results. 

6. Develop personal leadership: Continuous monitoring is an essential feature 
of MBO. This is useful for achieving better results. MBO helps individual 
manager to develop personal leadership and skills useful for efficient 
management of activities of a business unit. 


4.6.21 Limitations of MBO 

MBO have following disadvantages: 

1. MBO is time-consuming process. Objectives, at all levels of the organization 
are set carefully after considering pros and cons which consumes lot of time. 

2. MBO is pressure-oriented program. It is based on reward-punishment 
psychology. It tries to indiscriminately force improvement on all employees. 

3. Considerable difficulties may be encountered while co-ordinating objectives 
of the organization with those of the individual and the department. Managers 
may face problems of measuring objectives when the objectives are not clear 
and realistic. 

4. MBO can function successfully provided measurable objectives are jointly set 
and it is agreed upon by all. Problems arise when: 


Scanned by UamScanner 






















Organization Planning, Dewvrtmentalization and Typolooy 

/-A Vnrifinhl#' itnnlu . 


(a) Verifiable goals are difficult to set. 

(b) Goals are inflexible and rigid. 

(C) Goals lend lo take precedence over the people who use it 

<d) ot“n P . ° n qUan,ifiab ' C a " d easily measurable results Instead 

philosophy of MBO to entire staff and aU ™ na 8 cmcnt to communicate the 


examine different businesses in its portfolio r , Pr ^ ei ! tahon for 30 organization to 
share and industry growth rates. It is a two Hil ^ baS1S ° f their related market 
of Strategic Business Units (SBU's). In other w!?'? anal y sis on management 
business potential and the evaluation of envi ' “ 1S 3 com parative analysis of 
The BCG Matrix can be used durin , ment 
assess the market share of the local as a too1 to quickly 

market in which it competes. Often the necess^r' Jof the globalized 
from secondary sources. This tool though fairW l^ V d 3 Can be col| ected easily 
gives a static snapshot of the value chain'sX “ and eas y to employ only 

capable of describing the market dynamics^ t J mance ln an market and is neft 

mteofth har H 1S SGt at 1 '°' if 311 the SBU ' s are1n°same rat H The mid ~P oint of relative 
rate of the industry is used. While, if a]' the SB T't / ndUStry ' the avera ge growth 

usiness. We had a simple and peaceful 2 x 2 mat^aX™ KgtX 

Hinh R ?o tiV u Market Shar e 

—^—^ ash Generation! i n», 
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4.6 The Boston Consulting Croup (BCG) Matrix 
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Each quadrant of the matrix describes the status of the value chain 
competitors and suggests its potential for competitiveness: ^ a ' r * 

1. Stars: Stars represent business units having large market share ' 
growing industiy. They may generate cash but because of fast growing! 9 fa $t 
stars require huge investments to maintain their lead. Net cash flowi^ 9 ^, 
modest. SBU's located in this cell are attractive as they are located in a USUcl11 )' 
industry and these business units are highly competitive in the indu^ 1 
successful, a star will become a cash cow when the industry matures^ ^ lf 


2 . 


4. 


Cash Cows: Cash cows represent business units having a large market 
in a mature, slow growing industiy. Cash cows require little investment* 
generate cash that can be utilized for investment in other business units 
SBU's are the corporation's key source of cash, and are specifically the ^ 
business. They are the base of an organization. These businesses usually fnii° r ° 
stability strategies. When cash cows loose their appeal and move tow ! 
deterioration, then a retrenchment policy may be pursued. r s 

3. Question Marks: Question mar ks represent business units having low relati 
market share and located in a high growth industry. They require huge amou! 
of cash to maintain or gain market share. They require attention to determin 
if the venture can be viable. Question marks are generally new goods and 
services which have a good commercial prospective. There is no specif 
strategy which can be adopted. If the firm thinks it has dominant market 
share, then it can adopt expansion strategy, else retrenchment strategy can be 
adopted. Most businesses start as question marks as the company tries to 
enter a high growth market in which there is already a market-share. If ignored 
then question marks may become dogs, while if huge investment is made 
and then they have potential of becoming stars. 

Dogs: Dogs represent businesses having weak market shares in low-growth 
markets. They neither generate cash nor require huge amount of cash. Due to 
low market share, these business units face cost disadvantages. Generally 
retrenchment strategies are adopted because these firms can gain market share 
only at the expense of competitor's/rival firms. These business firms have 
weak market share because of high costs, poor quality, ineffective marketing, 
etc. Unless a dog has some other strategic aim, it should be liquidated if there 
are fewer prospects for it to gain market share. Number of dogs should be 
avoided and minimized in an organization. 


i 


ed by (Jar 


4.7.1 1 Limitations of BCG Matrix 

The BCG Matrix produces a framework for allocating resources among different 
business units and makes it possible to compare many business units at a glance. 
But BCG Matrix is not free from limitations, such as- 

BCG matrix classifies businesses as low and high, but generally businesses 
can be medium also. Thus, the true nature of business may not be reflected. 
Market is not clearly defined in this model. 

High market share does not always leads to high profits. There also high 
costs are involved with high market share. 

Growth rate and relative market share are not the only indicators of 
profitability. This model ignores and overlooks other indicators of profitability. 


1 . 

2 . 

3. 
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5. At times, dogs may help other business in , • • 

Thev can earn even more than nch 1 8a,mn 8 competitive advantage. 

M /, „ , ,n cash cows sometimes 

6 . This four-celled approach is considered as io be foo simplistic. 

| 4.8 GE -MCKINSEY MATRIX 

GE- McKinsey matrix came with the . 

different terminologies) but with a twist- nnw^ ° f , ax * S (thou 8 h with slightly 
3x3 matrix and 9 cells instead of 4 as shown in theFi™! t0 navigate throu 8 h a 

1. The three cells at the top left hand <?iH« r,c n ™ ' 7 ‘ 

which to operate and require a poliev of in ma f tnX 3re the most attractive in 
usually coloured green. * P 0 ° f investment for growth - these are 
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Fig. 4.7 GE —McKinsey Matrix 

2. The three cells running diagonally from left to right have a medium 
attractiveness, are coloured yellow and the management of businesses within 
this category should be more cautious and with a greater emphasis being 
placed on selective investment and earning retention. 

3. The three cells at the bottom right hand side are the least attractive, therefore 
coloured red and management should follow a policy of harvesting and/or 
divesting unless-the relative strengths can be improved. 

Channon and McCosh devised a set of generic investment strategies for the 
GE McKinsey matrix as labeled in the previous diagram. A. T. Kearney (ATK) 
also put forward guidelines for strategies in the different boxes and where these 
have not been incorporated they are mentioned below. — 

(a) Grow/Penetrate: These businesses are a target for investment, they have 
strong business strengths, are in attractive markets and they should 
therefore have high returns on investment and competitive advantage. 
They should receive financial and managerial support to maintain their 
strong position and to continue contributing to long-term profitability. 
Thus these businesses: 

• Seek dominance 

• Grow 

• Maximize investment 
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(b) Invest for Growth: Businesses here are in very attractive industry 
but have average business strength. They should be invested i n . s 
improve their long-term competitive position. Thus these businesses 

• Evaluate potential for leadership via segmentation 

• Identify weaknesses 

• Build strengths 

(c) Selective Investment or Divestment: These businesses are in V e ry 
attractive markets but their business strength is weak. Investment must 
be aimed at improving the business strengths. These businesses vvi]| 
probably have to be funded by other businesses in the group as they 
are not self-funding. Only businesses that can improve their strengths 
should be retained - if not they should be divested. These businesses 


should: 

• Specialize 

• Seek niches 


• Consider acquisitions 

(d) Selective Harvest or Investment: Businesses in this box have good 
business strength in an industry that is losing its atti activeness. They 
should be supported if necessary but they may be self-supporting i n 
cash flow terms. Selective harvesting is an option to extract cash flow 
but this should be done with caution so as not to run down the business 
prematurely. Thus they should: 

• Identity growth segments 

• Invest strongly 

• Maintain position elsewhere 

(e) Segment and Selective Investment: Businesses with average business 
strengths and in average industries can improve their positions by 
creative segmentation to create profitable segments and by selective 
investment to support the segmentation strategy. The business needs 
to create superior returns by concentrating on building segment barriers 
to differentiate themselves. The guidelines for such businesses are: 

• Identify growth segments 

• Specialize 

• Invest selectively 

(f) Controlled Exit or Harvest: Businesses with weak business strengths 
in moderately attractive industries are candidates for a controlled exit 
or divestment. Attempts to gain market share by increasing business 
strengths could prove to be very expensive and must be done with 
caution. Thus the following guidelines should be followed: 

• Specialize 

• Seek niches 


• Consider exit 

(g) Harvest for Cash Generation: Strong businesses in unattractive markets 
should be net cash generators and could provide funds for use 
throughout the rest of the portfolio. Investment should be aimed at 
keeping these businesses in a dominant position of strength but over 
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investment can be disastrous especially in a mature market. Be aware 
of competitois trying to revitalize mature industries. In this case the 
following guidelines would be useful: 

• Maintain overall position 

• Seek cash flow 

• Invest at maintenance level 

(h) Controlled Harvest. They have average business strengths in an 
unatttactive market and the strategy should be to harvest the business 
in a conti oiled way to pi event a defeat or the business could be used to 
upset a competitor. The guidelines are: 

• Prune (Reduce) lines 

• Minimize investment 

• Position to divest 

0) Rapid Exit or Attack Business: These businesses have neither strengths 
nor an attractive industry and should be exited. Investments made 
should only be done to fund the exit. 

• Trust leaders statesmanship 

• Go after competitors cash generators . 

• Time exit and divest 


| 4.9 SWOT ANALYSIS 


A company when revenue, cost and expense targets are not being achieved its 
market share is dropping and industry conditions are unfavourable. If 
entrepreneur wants to launch a new business venture; etc then the company needs 
SWOT analysis. 


^Important Point: SWOT is a technique that enables a group or individual to move from 
everyday problems and traditional strategies to a fresh perspective. 

The objective of SWOT analysis is to take the advantage of strengths and 
opportunities of company. It minimizes weaknesses and eliminates threats. 
SWOT is a contraction for: 

S-Strengths, W-Weaknesses, O-Opportunities, T - Threats. 

SWOT is a strategic planning method used to evaluate- internal environment 
and external environment as shown in Fig. 4.8. 


Internal Environment 


External Environment 


S-Strengths 

W-Weaknesses 

O-Opportunities 

T-Threats 


Fig. 4.8 SWOT 

j r , , 
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1. Strength: They arc any existing or potential resources or capability withj n 
the organization that provides a competitive advantage in the market 
Example: Strong distribution network intense staff commitment and loyalty 
increasing profit margin. 

2. Weakness: They are any existing or potential force which could serve as a 
barrier to maintaining or achieving a competitive advantage in the market. 
Example: Lack of a clear company strategy, lack of training opportunities for 
using new software. 

3. Opportunity: These are any existing or potential force in the externa] 
environment that, if properly leveraged, could provide a competitive 
advantage. 

Example: Organization's geographic location and new technology. 

4. Threats: These are existing or potential force in the external environment that 
could erode a competitive advantage. 

Example: A new competitor entrant, a recession, rising interest rates, or 
tight credit lines. 



I 4.10 STEPS IN DECISION MAKING 


Decision making is a daily activity for any human being. There is no exception 
about that. When it comes to business organizations, decision making is a habit 
and a process as well. Effective and successful decisions make profit to the company 
and unsuccessful ones make losses. Therefore, corporate decision making is the 
most critical process in any organization. Decision making is at the heart of 
organizational effectiveness, climate, and health. 

'SJmportant Point: Decision making is process of examining possibilities, options, comparing 
them, and choosing a best course of action. 

There are two dominant issues affect how decisions are made in organizations, 
(i) Stability: It is application of existing practices and maintenance of 
existing performance levels. 


(ii) Change: It is environmental demands for quick response and emerging 
problems that are ambiguous. 


Construct 




Commit 


Compile 




Consider 


Collect 


0 



Compare 


Fig. 4.9 Six C's of Decision Making 
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1. Construct. It is the clear Dictum n( i , 

? Compile It is a list of mr. • precisely what must be decided. 

z Compile. It is a list of requ.rements that must be met. 

3 . Collect. It is information on alternative's tlnf ul 

4. Compare. Describe the alternabves ZllTu th ^ uir “ 

5. Consider. Represent what might go wrone 1 ' e ™ 1 “ lremenls - 

alternative. 8 8 ons and the factor with each 

6 . Commit to a decision and follow through with it. 

below!" S,CPS m thC deC ‘ Si0n maki " 8 process are shown m Fig. 4.10 discussed 

!. Identifying the problem: In this step, the problem is thoroughly analyzed 

OTC Sh ° Uld " k ^ * -es^de^g 

• What exactly is the problem? 

• Why the problem should be solved? 

• Who are the affected parties of the problem? 

• Does the problem have a deadline or a specific time-line 7 

2. Developing alternative solutions: After defining and analyzing the real 
problem, the manager should develop (make) alternate (different) solutions 
for solving the problem. Only realistic solutions should be considered Group 
participation and computers should be used for developing alternative 
solutions. 

Analyzing the alternative. It carefully evaluates the merits and demerits of 
each alternative solution. He should compare the cost of each solution and 
the risks involved. He should also compare the feasibility of each solution 
that gives the best. He should find out which solution will be accepted by the 
employees. 


3. 




Following up 






Identifying 
the Problem 


Implementing 
the Decision 



Determining Alternative 
Courses of Action 


\ 


Analyzing 
the Alternatives 


Selecting 

the Best Alternatives 



Fig. 4.10 Six.steps in the decision making process 
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4. Selecting the best alternatives: In this process the manager should sci e 
solution which has the most merits and least demerits. The best solutio^ a 
called the "Decision". n ' s 


5. Implementing the Decision: After making the decision, the manager sho u i 
implement it. It required providing the employees with all the resources, vvhj C L 
are required for implementing the decision. He should also motivate them t 0 
implement the decision. 

6. Follow Up: After implementing the decision, the manager must do follow 
up. That is, he must get the feedback about the decision. 


I 4.11 PRINCIPLES OF ORGANIZATION ^ 

There is no unanimity as to number of principles of organization amongst the 
leading authors on the subject. The main principles of organization are as shown 
in Fig. 4.11: 

1. Principle of Objective: Every enterprise, big or small, prescribes certain basic 
objectives. Organization serves as a tool in attaining these prescribed objectives. 
Every part of the organization and the organization as a whole should be 
geared to the basic objective determined by the enterprise. 
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2. Principles of Hierarchy: It means control of higher over the lower — 
pyramidical organization wherein 'scalar chain' means the grading of duties 
according to degree of authority. 


57 


^Important Point. Every organization must itavc a scalar chain just as every house must 
i have its drain." -Urwick 

L • 


. . .i. . ... . 


3. Unity of Command: Employee should receive orders from superior (only 
single boss mono-command) as normally followed in military. 


^Important Point. Employee should receive orders from one superior only." Fayol 


The example of unity of command principle is shown in Fig. 4.12. The principle 
has two faces: 

(i) A single determinate person to issue order. 

(ii) The order should not be conflicting to confuse them. 



Fig. 4.12 Unity of command 

According to the above diagram, the Managing Director has got the highest 
level of authority. This authority is shared by the Marketing Manager who shares 
his authority with the Sales Manager. 

4. Span of Control: Number of subordinates or the units of work that an officer 
can personally direct, control and supervise also known as "Span of 
Supervision" or Span of Management or Span of Control. Span is the length 
between the thumb and the little finger. Symbolically, it refers to one's hold 
over something. 

5. Authority and Responsibility: Authority signifies hold over knowledge, skill 
or position. The role of authority is like soul to the body. Administrators do 
not actually perform duty directly but they get things done. The right to get 
things done is called authority. Authority is legal or rightful power, a right to 
command or to act. In formal organization it is vested with job position and 
not to the person. Hence it is a bureaucratic concept. Organizations where 
authority and responsibility are clearly defined are good and less corrupt 
and hence termed as: Two Pillars on which organization is sustained. 
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^Important Point: "It Is right to give orders and power to exact obedience ." p a y ol , 

' * i., 

6. Co-ordination: It is the process of bringing about unity and harmony of 
functioning among the diverse elements and sub systems of an organization 

^Important Point: “Executive develops an orderly pattern and secures unity of action.” 

McFarland 

7. Centralization and Decentralization: These concepts are used to denote the 
Administrative or Management authority within an organization 
Centralization is concentration of authority in one place while the 
decentralization is greater dispersion of authority. Centralization incline 
towards power and domination; the other inclines towards competition and 
self-determination. Centralization is also overload apex of the pyramid; 

r - - __ Mr __ r r fj : 

^.Important Point: "Transfer of authority from loiocr to higher level is Centralization." 

^Decentralization of authority is a fundamental phase of delegation." Koontz and O'Donnel ' 
Every thing that goes to increase the importance of the subordinate's role is decentralization” 

Koontz and O’Donnel 

8. Principle of Specialization: According to the principle, the whole work r>r 
concern shou,d be divided amongst the subordinates on the basis of 
qualihcations, abilities and skills. It is through division of work specializatin f 

be achieved which results in effective organization. ° n 

■ 4.12 TYPES OF ORGANIZATION ^ 

SSS «r ,hat are basica,ly dassified - basis of 


1 . 


T yP es of organization 





1 Formal Organization 

i 

Informal Organization 1 


'ypes or organization 

Informalorgardzatioi 1 S P° ntaneou sIy ori^na^^*- P ®f SOnal and social 

social groups based on 
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friendships can be called as informal orcanizaiinnc tu . 
effort made to have informal oreaniziHon i! Thcrc ,s no consaous 
organization and it is not based on anv 1 1 ^ mcr 8 cs from th ^ formal 

foSnal organization. ° any ru,os and regulations as in case of 


| 4.13 DIMENSIONS OF ORGANIZATIONS _ 

The basic design dimensions are broad, and include the following- 
1. Behaviour formalization: This is the degree to whi rh f u 8 ‘ . . t 

official rules, regulations, and procedures An n ™ • i* ^ or 8 an,zatlon has 
structure, but may operate informally. ’ 8 tl ° n ma y have a formal 

1 desfgndimension will be formalizeVSral 1 ^^pec ^ Hkely ^ baSiC 

the middle management Her of the organization by eliminating p»t of he 
central reporting structure. Typically, the larger and longer the organize on 
has been in existence, the more centralized will be its structure & 

Rich aid Daft in his book "Organizational Theory and Design" organizes 

these dimensions into categories of structural and contextual. 6 

(i) Structural dimensions. These include: 

• Centralization: The extent to which functions are dispersed in the 
organization either in terms of integration with other functions or 
geographically. 

• Formalization: Regarding the extent of policies and procedures in the 

organization 

• Hierarchy: Regarding the extent and configuration of levels in the 
structure. 


• Routinization: Regarding the extent that organizational processes are 
standardized. 

• Specialization: Regarding the extent to which activities are refined. 

• Training: Regarding the extent of activities to equip organization 
members with knowledge and skills to carry out their roles. 

(ii) Contextual Dimensions. They include: 

• Culture: The values and beliefs shared by all (note that culture is often 
discerned by examining norms or observable behaviours in the 
workplace). 

• Environment: The nature of external influences and activities in the 
political, technical, social and economic arenas. 

• Goals: Unique overall priorities and desired end-states of the 
organization. 
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• Size: Number of people and resources and their span in ^ 
organization. 

• Technology: The often unique activities required to reach organization 
goals, including nature of activities, specialization, type of equip^^ 
facilities needed, etc. 


I 4.14 DEPARTMENTALIZATION ^ 

Departmentalization is the process of grouping individual jobs in department u 
involves grouping of activities and employees into departments so as to facility 
the accomplishment of organization objectives. 

In another words, departmentalization refers to the process of groups 
activities into departments. Division of labour creates specialists who ne 5 
co-ordination. Thus coordination is facilitated by grouping specialists together*^ 
departments. 1 


m 


4.14.11 Need and importance of department 

1- Specialization 

2. Expansion 

3. Autonomy 

4. Fixation of responsibility 

5. Appraisal 

6. Management development 
7 - Administrative control 

4.14.21 Types of Departmentalization 

psisHHs 

Demerits: § ers ar e responsible 

This type j 

* %^SJi towards ,he 

PlmenW are held s^T 

Sponsible for defective work. 
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Fig. 4.14 Types of Departmentalization 

2. Departmentalization by territorial (geographical) basis: A company may 
have separate depai tments to serve the southern region, northern region, etc. 

It has the advantage of the intimate knowledge of local conditions. For 
example, the organization structure of Coca-Cola has reflected the company 7 s 
operation in two broad geographic areas — the North American sector and the 
international sector, which includes the Pacific Rim, the European Community, 
Northeast Europe, Africa and Latin America groups. 

Merits: 

1. It motivates each regional head to achieve high performance. 

2. Provides each regional head an opportunity to adapt to his local 
situation and customer need with pace and accuracy. 

3. It affords valuable top-management training and experience to middle 
level executives enables the organization to take advantage of location 
factors, such as availability of raw materials, labour, market, etc. 

4. Enables the organization to compare regional performances and invest 
more resources in profitable regions and withdraw resources from 
unprofitable ones. 

Demerits: 

1. It may give rise to duplication of various activities. Many routine and 
service functions performed by all the regional. 

2. Various regional units may become so engrossed in short run 
competition among them that they may forget the overall interest of 
the total organization. 

3. Departmentalization by process basis: This is done on the basis of several 
discrete stages in the process or technologies involved in the manufacture of 
a product. A cotton textile mill has separate departments for ginning, spinning, 
weaving, dyeing and printing and packaging and sales. 

Merits: 

1. It facilitates the use of heavy and costly equipment in an efficient 
manner. 

2. It follows the principle of specialization - each department is engaged 
in doing a special type of work. This increases efficiency. 

3. It is suitable for organizations which are engaged in the manufacturing 
those product which involve a number of processes. 

Demerits: 

It is difficult to compare the performance of different process based 
departments. 

% 
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Departmentalization by product basis: This is a grouping activity bv n 8 
me. Tasks can also be grouped according to a specific product or so° dUcl 
ius p acing all activities related to the product or the service undo^' 00, 
manager. Each major product area in the corporation is under the aufh ° n ° 

ri a tXTh ma " a 1 8er r h ° iS Specialist ia and is ^sponsible for, evem? 13, 
j . the P roduc( ■me. LA gear is an example of company that uses omd" 1 ® 
departmentalization. Its structure is based on its varied product lines ^ Uct 
inc u e women s footwear, children's footwear and men's footwear. ' dl 
Merits: 


L 


2 . 


elieves top management of operating task responsibility. It P 

erefore better concentrate on such centralized activities like fin^n ^ 
R& D and control. a nco, 

-4 

Enables the top management to compare the performance of differ , 
products and invest more resources in profitable products and withdr^ 
resources from unprofitable ones. ^ 

3. Those who work within a department derive greater satisfaction from 
identification with a recognizable goal. 01 

Demerits: 

1- Results in duplication of staff and facilities 
2 . Employment of large number of managerial personnel is required, 
quipment in each product department may not be fully used 
5. Departmentalization by Customer basis: Any enterprise may be divided into 
m er o epartments on the basis of the customers as shown in Fig. 4.15 


Functional 

Departmentalization ,— 

r President 


Marketing 

Finance 

Production I 

Product 

Departmentalization ■- 
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Clothing 

-1 
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Fig. 4.15 Departmentalization by Customer basis 
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For c.g./ on cducotionnl institution imt* u 

evening and distance IcaminRcourso»n^m nVl i SG . para ! C dc P artm cnts for day, 

locally employed students and outsHH,^ P ? r , 4 CdUCatlon lo fu,! lim e students, 
Merits: "° n StUdcnls actively. 

It ensures full attention to maior met™*,* 

- earn goodwill and create favourable image 8r ° UPS ^ hdpS lhC com P an > r to 

Demerits: 


H may result in under utilization of resources and facilities i 
There may be duplication of facilities. C t es 1 


in some department. 


| 4.15 SPAN AND LINE OF CONTROL 

Number of subordinates or the units of wrtri, n, ^«. „ 

control and supervise also known as "Scan of q lcer can personally direct. 

Management". It was termed as Span of Attention bvr UPemS1< c n °. r ^P an of 

between the thumb and the little finger Svmbolirill r f CU J nas ‘ S P an 1S the !ength 

1. Geographical dispersion: If the branches of a business are widely dispersed 

then the manager will find it difficult to supervise each of them as sucTthe 
span on control will be smaller. ' bucn rne 

supervised much as they are motivated and take infflahve towoTls such 
the span of control will be wider. ' ch 

Capability of boss: An experienced boss with good understanding of the 
tasks, good knowledge of the workers and good relationships 4 h the 
workers, will be able to supervise more workers. F 

Value added of the boss: A boss that is adding value by training and 
developing new skills in the workers will need a narrow span of control than 

° ne who is Reused only on performance management (this is the reverse of 
the capability of workers point above). 

Similarity of task: If the tasks that the subordinates are performing are similar 

then the span of control can be wider, as the manager can supervise them all 
at the same time. 


2 . 


3. 


4. 


5. 


6 . Volume of other tasks: If the boss has other responsibilities, such as 
membership of committees, involvement in other projects, liaising with 
stakeholders, the number of direct reports will need to be smaller. 

7. Required administrative tasks: If the boss is required to have regular face to 
face meetings, complete appraisal and development plans, discuss 
remuneration benefits, write job descriptions and employment contracts, 
explain employment policy changes and other administrative tasks then the 
span of control is reduced. 


1 4.16 ORGANIZATION TYPOLOGY ^ 

Depending on the authority that is given to the person responsible for the project, 
we projects organization may take one of the following forms: 
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1. Line Organization: This is the oldest as well as the most common typ e ^ 
organization. It is also known as the military system as this type oforganizatj 0n 
is usually found in the army. The characteristic feature o t is type is that, th 0 
line of authority flows vertically from the top executive to the lowest 
subordinate throughout the entire organizational structure. The authority is 
greatest at the top and reduces through each successive level down th 0 
organizational scale. A line organization with one eve is s lown in Fig. 4 ^ 



K The Line Organization 
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Fig. 4.16 Line Organization with one Level 

A variation of the pure line organization is the departmental line organization, 
under which the business enterprise is divided into several departments and 
the authority flows downward from the general manger through the 
departmental managers to the lower subordinates. The departmental heads 
are independent of each other and enjoy ecjual status. A two level line 
organization is shown in Fig. 4.17. 


I Two Level Line Organization 
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Fig. 4.17 Line Organization with Two Levels 


Features: 

Line organization has the following characteristics: 

(i) Lines of authority are vertical flowing from top to the bottom, 

(ii) The command is through a straight and unbroken line. Each subordinate 
receives orders from one superior and is responsible to him alone. 

(iii) All persons at the same level are independent of each other, 

(iv) The authority and responsibility of each position is clearly defined and 
specified. 

Merits of Line Organization: 

1. It is the most simple and oldest method of administration. 

2. In these organizations, superior-subordinate relationship is maintained 
and scalar chain of command flows from top to bottom. 
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3. The <x>ntrol is unified and concentrates on one person and therefore/ he 
can independently make decisions of his own. Unified control ensures 
better discipline. 

4. In this type of organization, every line executive has got fixed authority, 
power and fixed responsibility attached to every authority. 

5. There is a co-ordination between the top most authority and bottom 
line authority. Since the authority relationships are clear, line officials 
are independent and can flexibly take the decision. This flexibility gives 
satisfaction of line executives. 


Demerits of Line Organization: 


1 . The line executive's decisions are implemented to the bottom. This 
results in over-relying on the line officials. 

2 . A line organization flows in a scalar chain from top to bottom and there 
is no scope for specialized functions. For example, expert advices 
whatever decisions are taken by line managers are implemented in the 
same way. 

3. The policies and strategies which are framed by the top authority are 
carried out in the same way. This leaves no scope for communication 
from the other end. The complaints and suggestions of lower authority 
are not communicated back to the top authority. So, there is one way 
communication. 

4. Whatever decisions are taken by the line officials, in certain situations 
wrong decisions, are carried down and implemented in the same way. 
Therefore, the degree of effective co-ordination is less. 

5. The line officials have tendency to misuse their authority positions. This 
leads to autocratic leadership and monopoly in the concern. 

2 . Line and Staff Organization: Under this type, the organizational structure is 
basically that of the line organization, but "Staff, officers of functional experts 
are engaged to advise the line officers in the performance of their duties". 
Staff means something to lean on, and this is precisely the function of the staff 
officers. Line officers are the executives, and the staff officers are their advisers. 
The Fig. 4.18 shows the line and staff organization. 


Line and Staff Organization 
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Fig. 4.18 Line and staff Organization 
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Merits of Line and Staff Organization: 

1. In a line and staff organization, the advice and counseling 
provided to the line executives divides the work between the tvv ' s 

2. The line and staff organization facilitates expert advice to h,° 

executive at the time of need. 0 Iin e 

3. Line and staff organization through specialization is able to 

better decision making and concentration remains in few hand° V ^ e 
feature helps in bringing co-ordination in work as every off S -^ ls 
concentrating in their own area. Ic ‘ a l is 

4. This gives a wide scope to the line executive to bring innovatio 

go for research work in those areas. This is possible due to Hip « ns ancl 
of staff specialists. prese ice 

5. Due to the presence of staff specialists and their expert advice ser 

ground for training to line officials. Line executives can giv^ 95 
concentration to their decision making. This in itself is a training J dUe 
for them. &8 ound 

6 . Factor of specialization which is achieved by line staff helps in brin • 

co-ordination. m 8 ln g 

Demerits of Line and Staff Organization: 

1. In a line and staff organization, there are two authorities flowing at n 

time. This results in the confusion between the two. 6 ne 

2 . The workers are not able to understand as to who is their commanHin 

authority. in 8 

3. The line official gets used to the expertise advice of the staff. At time 

the staff specialist also provides wrong decisions which the line 
executive has to consider. This can affect the efficient running of the 
enterprise. 6 L 

4. Line and staff are two authorities, the factors of designations, status 
influence sentiments which are related to their relation, can pose a 
distress on the minds of the employees. 

5. In line and staff concern, the concerns have to maintain the high 

remuneration of staff specialist. This proves to be costly for a concern 
with limited finance. 

6 . The power of concern is with the line official but the staff dislikes it as 
they are the one more in mental work. 

3. Functional Organization Structure: Under functional organization the 
organization is divided into a number of functional areas. Each function is 
managed by functional expert in that area. Every functional area serves all 
other areas m the organizaHon. For example, the purchase department handles 
purchases for all departments. Another example, the personnel manager will 
eci e e questions relating to salary, promotions, transfers, etc., for every 

employee in the organization whether he is in production, sales or any other 
department. 1 

Features: 

The main characteristics of functional organization are as follows: 

(i) The whole task of the enterprise is divided into specialized functions. 
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* (if) Each function is performed by a specialist. 

<«'■> Thc °/ a tawtaiol deportment has the authority 

over all other employees for his function. J 


(in) Specialists operate with considerable independence. 

Advantages: 


Functional organization promotes logical division of work. Every 
functional head is an expert in his area and all workers get the benefit 
of his expertise. b 

2 . Ever)' functional head looks after one function only and, therefore, 
burden on top executives is reduced. Mental and manual functions are 
separated. 

3 . One man control is done away with and there is joint supervision of 
work. As a result, functional control becomes more effective. 

4. Recruitment, selection and training of managers become simplified 
because each individual is required to have knowledge of one functional 
area only. 

5. Every individual in the organization concentrates on one function only 
and receives the expert guidance from specialists. 

Disadvantages: 


1 . A person is accountable to several superiors. As a result, his 
responsibility and loyalty get divided. In the absence of unity of 
command, responsibility for results cannot easily be fixed. 

2. There are many cross relationships which create confusion. A worker 
may receive conflicting orders. He cannot easily understand his place 
in the organization. Discipline may be poor. 

3. A decision problem requires the involvement of several specialists. 
Therefore, decision-making process in functional organization is slow. 

4. Executives at lower level do not get opportunity of all-round experience. 
This may create problem in succession to top executive positions. 

4. Matrix Organization: Matrix organization was introduced in USA in the early 
1960's. Matrix organization is a combination of two or more organization 
structures. For example, functional organization and project organization. The 
organization is also divided on the basis of projects e.g., Project X, Project Y, 
etc. Each project has a Project Manager e.g., Project X Manager, Project Y 
Manager, etc. as shown in Fig. 4.19. 
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Fig. 4.19 Matrix Organization: Flow of Project Authority 
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A matrix, as shown in Fig 4.19, is a concept borrowed from algebra whore 0h 
individual will abide by the decisions made by two superiors - one belonging i 
the project and the other to the specialized function. One will be like his dir c » cf 
boss and the other his project boss. Both are responsible for the succos S f u| 
completion of the project and therefore, both ought to have aut ority over tk, 
working force through whom the project is being executed, e following 
Fig. 4.19 shows the matrix organization. 

Merits of Matrix Organization: 

1. In a matrix organization, all decisions are taken by experts. Theref 0ro 
the decisions give very good results. 

2. It helps the employees to widen their skills. Marketing people can learn 
about finance and finance people can learn about marketing, etc. 

3. The top managers can spend more time on strategic planning. They 
can delegate all the routine, repetitive and less important work to the 
project managers. 

4. Matrix organization responds to the negative changes in the 
environment. This is because it takes quick decisions. 

5 . In a matrix organization, there is a specialization. The functional 
managers concentrate on the technical matters while the project manager 
concentrates on the administrative matters of the project. 

6 . The matrix organization results in a higher efficiency. It gives high 
returns at lower costs. 

Demerits of Matrix Organization: 

1 . In a matrix organization, the operational cost is very high. This is because 
it involves a lot of paperwork, reports, meetings, etc. 

2. In a matrix organization, there is no unity of command. This is because; 
each subordinate has two bosses, viz.. Functional Manager and Project 
Manager. 

3. In a matrix organization, there may be a power struggle between the 
project manager and the functional manager. Each one looks after his 
own interest, which causes conflicts. 

4 . In a matrix organization, the morale of the employees is very low. This 
is because they work on different projects at different times. 

5 . Matrix organization is very complex and the most difficult type of 
organization. 

4 . Task force organization: A task force is created by drawing personnel from 
various functional departments and putting them under the project manager 
as shown in Fig. 4.20. The staff so assigned will continue to receive 
administrative support from their home departments but they will respond 
only to the project manager while receiving all directions. Referring to the 
domestic matrix, the mother is supposed to concentrate on the home and the 
father on the career. It works in a similar manner in a project too. The functional 
departments provide the individuals with expertise for projects to use, and a 
home to return back when the expertise is not longer needed by the project. 
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Fig. 4.20 Task force organizations 



The project merely calls for the expertise and directs its use in the best interest 
of the project. So the project should decide what is to be done, when it is to be 
done and at what budget, it should be for the functional departments to decide 
who should do it, what back-up he should be given, what norms and standards 
he should follow so that the work is completed as per specifications and within 
the time the budget. 

5. Divisional organizations: Under this form of project organization, a separate 
division is set up to implement the project as shown Fig. 4.21. Headed by the 
project manager, this division has its complement personnel over whom the 
project manager has full authority. 



-• m';JV ; ! 

br.oqr. Fig. 4.21 Divisional organizations 

•Jf|; r i . 

, f jj, 6. Projected organization: A totally projected organization is an arrangement 
icnun > which the project manager has total authority even regarding functional 
c r, r . r policies and procedures as shown in Fig. 4.22. There are no constraints or 
, limitations what so ever with respect to any function. The functional specialists 
have no one to notify. They will be carrying out what the project demands 
and the project manager instructs. 
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Fig. 4.22 Projected organizations 


Merits: 

1. Project organization provides concentrated attention that a complex 
project demands. It permits the timely completion of a project without 
disturbing the normal routine of rest of the organization. 

2. Project organization provides a logical approach to any challenge in 
the form of a large project with definite beginning, end and clearly 
defined result. 

3. One reason for the success of project organization is that the project 
often requires highly talented professionals who find it difficult to work 
creatively in any structured set-up. 

4. Project organization has been found to fit a number of widely-varying 
situations, from building contractors and advertising agencies to 
accounting and consulting firms. 

Demerits: 

1. There is organizational uncertainty because a project manager has to 
deal with professionals drawn from diverse fields. Often they differ in 
approach and interest. 

2. A project manager is responsible for project outcomes. But the ongoing 
conventional organization does not give him unlimited authority. 

3. Organizational uncertainties may lead to inter-departmental conflicts. 
People have fear of being forgotten at the time of promotion due to 
separation from the main structure. 

4. There is considerable fear among personnel that the completion of a 
project may result loss of job. 


Review Questions 




J f f 
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1. Define project organization and explain its importance. 

2. Explain BCG matrix and its implication. 

3. List steps in decision-making. 

4. Explain the merits and demerits of divisional form of project organization. 


(R.G.P.V., Dec. 2009) 
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5 , Whal is line and suit from organization? Explain its merits. (RGP.V, /««. 2010) 

t. ^P 1 * 1 " rela,io " bo, "' CC " ““'horilies and responsibilities. (R G.P.V.. Im. 2010) 

7 . What do you meant by SWOT analysis? 

8 . Steps in decision making? Explain structured and unstructured decision. 

9 . What are the principles of organization? 

10. Explain the types of organization. 

11 . What are the different dimensions of organizations 

12 . What is departmentalization? Explain its different forms. 

13. Explain business process reengineering and when it is required. (R.G.P.V.;Dec. 2009) 

14 . Draw a leadership grid and explain. (R.G.P.V., June. 2010) 

15. Briefly describe different forms of project organizations. 

16 . What is matrix organization? Explain its significance. 

17 . Under which situation projected organization will hold good? 

18 . What is span and line of control? Explain its component. 

19 . Explain the following organization typology: 

(a) Line 

(b) Staff 

(c) Matrix organization 

(d) Co-ordination by task force 

20. Explain the GE -McKinsey Matrix. 

21. Explain Mintzberg's organization typology with a figure. Its important characteristics. 

(R.G.P.V., Dec. 2009) 
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I 5.1 INTRODUCTION 

In simple words, planning is deciding j n 
advance what is to be done, when where, how 
and by whom it is to be done. Planning bridges 
the gap from where we are to where we want 
to go. It includes the selection of objectives 
policies, procedures and programs from 
among alternatives. A plan is a predetermined 
course of action to achieve a specified goal It 
is an intellectual process characterized by 
thinking before doing. It is an attempt on the 
part of manager to anticipate the future in 
order to achieve better performance. Planning 
is the primary function of management. 

I 5.2 HR PLANNING ^ 

Human resource planning is a process that 
identifies current and future human resources 


- r —..*1**1^ olivu as a 

link between human resource management (HRM) and the overall strategic plan 
of an organization. 

^-Important Point: Human resource planning is a dynamic management process of ensuring 
that all times a company or its units has in its employ the right number of people with the right 
skills, assigned to the right jobs where they can contribute effectively to the productivity and 
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=> HR Strategy and Plans 
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profitability of the company. 


5.2.11 Features of HR Planning 


Human resources planning anticipate not only the required kind and number of 
employees but also determine the action plan for all functions of personnel 
management. The major payoffs of human resources planning may be catalogued 
in the following way: 


Im- 
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AND PROCESS OR ™ _ 

1. Ne^ ss "yo f Human resource planning Is necessary of all 

organiz • H J ® companion of the organization regarding 

*^tvT S ^iln!yili^ onn?mni? C1n0 0 ^* Ca ^ chan 8 c ' that should be backed up 
by *b e a £ resources. It suggests suitable modification in 

the plan when the expected manpower is not available. 

1 Uncertainty Mid change: It balances uncertainty and changes, sometime the 
organ^hon may have machmes and money but not men and consequently 
the production can ot be started. It offsets such uncertainly and changes to 
the maximum l possible and enables the society to have right men at right time 
and in the right place. 6 6 

Advancement and development of employees: It provides scope for 
advancement and development of employees through induction, training, 
development, etc. 

Satisfy the individual needs: It helps to satisfy the individual needs of the 
employees for the promotions, transfers, salary enhancement, better benefits, 
etc. 


3. 


4. 


5. Anticipating the cost: It helps in anticipating the cost of salary benefits and 
all the cost of human resources facilitating the formulation of budgets in a 
society. 

6. Physical facilities. It helps in planning for physical facilities, working 
conditions, the volume of fringe benefits like canteen, schools, hospitals, 
conveyance, child care centers, residential quarters, company stores, etc. 

7. Other: It causes the development of various sources of human resources to 
meet the organizational needs. It helps to take steps to improve human 
resource contributions in the form of increased productivity, sales, turnover, 
etc. It facilitates the control of all functions, operations, contribution and cost 
of human resources. 


5.2.21 HR Strategy and Plans 

The planning processes of most best practice organizations not only define what 
will be accomplished within a given period of time, but also the numbers and 
types of human resources that will be required to achieve the defined business 
goals like - number of human resources, the required competencies, when the 
resources will be needed, etc. The Strategic HR Planning and evaluation cycle is 
shown in Fig. 5.1. 
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Fig. 5.1 HR Strategy and Plans 
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Targeted human resource strategies, plans and programs to address * 
hiring/staffing, learning, career development, succession management^ 5 
then desiened Heveloncd and imolemented to seal the cans. ' 


I 

\ 


1111 1 Let tiling II 

then designed developed and implemented to seal the gaps. „ r 

These strategies and programs are monitored and evaluated on a reg u i 
to ensure that they are moving the organizations in the desired direction j J 
closing employee competency gaps, and corrections are made as desir ec ( Uc, \ 

5.2.31 Objectives of HR Planning 

The major objective of Human Resource Planning in an organization • 

1. Ensure optimum use of human resources currently employed S *° 

2. Avoid balances in the distribution and allocation of human resou 

3. Assess or forecast future skill requirements of the organization^ rCCs ' 

objectives. s °vera], 

4. Provide control measure to ensure availability of necessary rec 

when required. ° Ur ce$ 

5. Control the cost aspect of human resources. 

6. Formulate transfer and promotion policies. 


5.2.41 Elements of Human Resource Planning 

Human resources planning anticipate not only the required kind and numb 
employees but also determine the action plan for all functions of perso^ 
management as shown in Fig. 5.2. The elements of HR are as following: nne * 
1. Planning and Appraisal: How an organization sets goals, plans performart 
provides ongoing coaching, and evaluates performance of employe 
(individuals and/or teams). ^ s 



Fig. 5.2 Elements of Human Resource Planning 
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9 Individual and Team Dovpln nm ».i. ,, 



4 . Career Pathing: How an 


organization; how an organization orients these 


new employees. 



?nhc niZ . aUOn ^° r ^ P 0S ‘^ 0ns and roles) determines 


benefits and/or non-financial rewards. 


| 5.3 PLACEMENT AND TRAINING H 

Placement refers to assigning rank and responsibility to an individual, identifying 
him with a particular job. If the person adjusts to the job and continues to perform 
as per expectations, it means that the candidate is properly placed. However if 
the candidate is seen t * have problems in adjusting himself to the job, the supervisor 
must find out whether the person is properly placed as per the latter's aptitude 
and potential. Usually, placement problems arise out of wrong selection or 
improper placement or both. Therefore, organizations need to constantly review 
cases of employees below expectations/potential and employee related problems 
such as turnover, absenteeism, accidents etc., and assesses how far they are related 
to inappropriate placement decisions and remedy the situation without delay. 

Placement is a process of gathering information for the purposes of evaluating 
and deciding who should be employed or hired for the short and long-term 
interests of the individual and the organization. 

^Important Point: Placement is a process of assigning a specific job to each of the selected 
candidates. It mvolves assigning a specific rank and responsibility to an individual. It implies 
matching the requirements of a job with the qualifications of the candidate. 

In other words it is the process of getting the best of most qualified candidates 
from the pool of job seekers adjudged to have potential for job performance. The 
significances of placement are as follows: 

1. It improves employee morale. 

2 . It helps in reducing employee turnover. 

3. It helps in reducing absenteeism. 

4. It helps in r luting accident rates. 

5. It avoids misfit between the candidate and the job. 

6 . It helps the candidate to work as per the pre-determined objectives of 
the organization. 
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Training is the achievement of knowledge and skills as a result of the teaching 
of vocational or practical skills and knowledge that relate to specific useful 
competencies, training has specific goals of improving one s capa i it y, capacity, 
and performance. '-<] 

5.3.11 Objectives of Training 

The objectives for the training of employees: 

1. Increase productivity: Instructions can help employees increase their level 
of performance on their present assignment. Increased human performance 
often leads to increased operational productivity and increased company 
profit. 

2. Improve quality: Better informed worked are less likely to make operational 
mistakes. Quality increases may be in relationship to company product or 
service or in reference to the intangible organizational employment 
atmosphere. 


3. 


Personal growth: Employees on a personal basis gain individually from their 
exposure to educational expressions. Management development program 
seems to give participants a wider awareness, an enlarged skill and enlightens 
realistic philosophy and make personal growth possible. 

4. To help a company fulfill its future personnel needs: Organizations that 
have a good internal program for development need to make less extreme 
manpower changes and adjustments in the event of sudden personnel 
aiteiations. When the need arises organizational vacancies can be easily staffed 
from maintaining an adequate instructional program for both it* 
non-supervisoiy and managerial employees 

»s A M^ 

they can better themselves through compan^H^' lfs “ pervisorskn °w 

programs. ® ipany designed development 

• s.4 management .nformation system (m.i.s) _ 

/ Jie management information svstem ( iutqi • ™ 

It .s also known as the informatL system’° f the last d «ade or two 
the computer- based information "S M,cT aH ° n and d “«n system 

someof which aregive below. Y ^ MIS h « "lore than one definition 
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Executive 
Information 
Systems 

Fi8- 5.3 Management Information Synm 

\ 

5.4.11 Role of the Management Information System 

The role of the MIS in an organization nr. 1 ™ 

body. The information is the blood and MIS^Th? 3 ^ t0 th ° role of heart in the 
plays the role of supplying pure blood to all the element * f iff 0 ? the heart 
the brain. The heart works faster and supplies morn hi ° a f th ? b ° dy mcludin S 
regulates and controls the incoming impure blood nr^ ^ ? d ^ hen needed - 11 
destination in the quantity needed. It fulfills the hppH C ?hf S ‘!, and Sends U to the 
body in normal course and also in crisis bl °° d SUp P ly t0 human 

1. The MIS plays exactly the same role in the oreani^H™ Th 

that an appropriate data is collected from tlm f • s y stem ensu res 

sent further to all the needy destinahons S ° UrCeS ' pr ° CeSSed ' 

Z The system is expected to fulfill the information needs of an individual a 
top t mana g em ent functionaries-, the managers and the 

3. The MIS satisfies the diverse needs through a variety of systems such as Query 

miTTh^ 15 ? ySt t m , S ' M ° delin§ SyStCmS and Decision Su PP°rt Systems 
• ^ SS )- Th e MIS also helps in Strategic Planning, Management Control 

Operational Control and Transaction Processing. 

4. The MIS helps the clerical personnel in the transaction processing and answers 
their queries on the data pertaining to the transaction, the status of a particular 
record and references on a variety of documents. 

5. The MIS helps the junior management personnel by providing the operational 
data for planning, scheduling and control. 


5.4.21 Advantages of MIS 

The following are some of the benefits that can be attained for different types of 
management information systems: 

T Companies are able to highlight their strengths and weaknesses due to the 
presence of revenue reports, employees' performance record etc. The 
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identification of these aspects can help the company to improve their b Us - 
processes and operations. ,n °ss 

2. Giving an overall picture of the company and acting as a communication 

planning tool. ^ 

3. The availability of the customer data and feedback can help the company 

align their business processes according to the needs and wants 0 f uj 0 
customers. The effective management of customer data can help the comp a 0 
to perform direct marketing and promotion activities. ^ 

4. Information is considered to be an important asset for any company ^ 

modern competitive world. The consumer buying trends and behaviours ca^ 
be predicted by the analysis of sales and revenue reports from each operaf^ 
region of the company. . ° 

I 5.5 ATTITUDE ^ 

Attitude plays an important role in improving the relationship among th e 
individuals. Nothing is possible until and unless an individual has a positive 
attitude towards life. You might have excellent communication skills, might be an 
intelligent worker, but if you do not have a positive attitude; you would definitely 
fail to create an impression of yours. People would be reluctant to speak to you 
and you would be left all alone. 


^Important Point: "A psychological tendency that is expressed by evaluating a particular 
entity with some degree of favor or disfavor". & Chaiken, 

■ An attitude is a relatively enduring organization of beliefs, feelings, and behavioural tendencies 
tmoards socially significant objects, groups, events or symbols. 


5.5.11 Structure of Attitudes 

Attitudes structure can be described in terms of three components called ABC 
model as shown in Fig. 5.4. This model is known as the ABC model of attitudes. 
The three components are usually linked. 

(i) Affective component (A): This involves a person's feelings/emotions about 
the attitude object. For example: "I am scared of lizards". 

(ii) Behavioural component (B): The way the attitude we have influences how 
we act or behave. For example: "I will avoid lizards and scream if I see one". 

r % * 

Structure of 
attitudes 


I--1 

r- !?, r _ ’1 

Knowledge Behavioural Cognitive 

component component component .! 


Fig. 5.4 ABC model 



(iii) Cognitive component (C): This involves a person's behef/knowledge about 
an attitude object. For example: "I believe lizards are dangerous". 
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^ve components of 

5.5^1 Function of Attitudes 

A ttitudcs can serve functions for the individual outlines four functional areas as 

shown in Fig 5 * 

(i) Knowledge: Attitudes provide meaning (knowledge) for life. The knowledge 
function refers to our need for a world which is consistent and relatively stable. 
This allows us 10 predict what is likely to happen, and so gives us a sense of 
control. Attitudes can help us organic and structureour experience. Knowing 
a person's attitude helps us to predict their behaviour. For example, knowine 
that a person is religious we can predict they will g0 to temple. 

r----——. 


1-1- 1 -- 

Knowledge 

--- 


Self/Ego- 

expressive 


-1_ 

Adaptive 


_1_ 

Ego-defensive 


Fig. 5.5 Function of Attitudes 


(if) Self/Ego-expressive: The attitudes we express (1) help communicate who we 
are and (2) may make us feel good because we have asserted our identity. 
Self-expression of attitudes can be non-verbal too: think bumper sticker, cap, 
or T-shirt slogan. Therefore, our attitudes are part of our identify, and help us 
to be aware through expression of our feelings, beliefs and values. 

( iii ) Adaptive: If a person holds and or expresses socially acceptable attitudes, 
other people will reward them with approval and social acceptance. For 
example, when people flatter their bosses or instructors (and believe it) or 
keep silent if they think an attitude is unpopular. 

(iv) Ego-defensive: This function refers to holding attitudes that protect our self¬ 
esteem or that justify actions that make us feel guilty. For example, one way 
children might defend themselves against the feelings of humiliation they 
have experienced in physical education lessons is to adopt a strongly negative 
attitude to all sport. People whose pride has suffered following a defeat in 
sport might similarly adopt a defensive attitude: T am not bothered, I am 
sick of rugby anyway...". This function has psychiatric overtones. Positive 
attitudes towards ourselves, for example, have a protective function (i.e., an 
ego-defensive role) in helping us reserve our self-image. 


I 5.6 PERSONALITY TRAIT WM 

An individual's behaviour toward others attitude, characteristics, mindset make 
his personality. Personality development is defined as a process of enhancing one's 
personality. 

■ Broadly there are five parameters which describe an individual's personality 
as shown in Fig. 5.6. These five categories are usually described as follows as 
shown in Fig. 5.6: 

! 
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1. Extraversion: This trait includes characteristics such as excitability, ^ 
talkativeness, assertiveness and high amounts of emotional cxprossi Ven 

2. Agreeableness: This personality dimension includes attributes such as t°^ 
humanity, kindness, affection, and other prosaically behaviours. 


Extraversion 





Openness 



Personality 

Trait 




Conscientiousness 


Neuroticism 


Fig. 5.6 Personality Trait 


3. Conscientiousness: Common features of this dimension include high levels 
of thoughtfulness, with good impulse control and goal-directed behaviours. 
Those high in conscientiousness tend to be organized and mindful of details. 

4. Neuroticism: Individuals high in this trait tend to experience emotional 
instability, anxiety, moodiness, irritability, and sadness. 

5. Openness: This trait features characteristics such as imagination and insight, 
and those high in this trait also tend to have a broad range of interests. 

5.6.11 Types of Personality Traits 

There are many different personality types, and it is sometimes difficult to classify 
a person into a single type as there are many different personality traits a person 
can possess. Personality traits are simply: 

• Actions 

• Attitudes 

• Behaviours that a person possess 

(i) Positive Personality Traits: Some personality traits are positive: 

• Being honest no matter what the consequences are is one personality 
trait people should aspire to. 

• Having responsibility for all of your actions and being a little bit of 
perfectionism are also personality traits. 


• Adaptability and compatibility are great and help you get along with 
others. 


• Having the drive to keep going, and having compassion and 
understanding are positive personality traits. 











(to and Process of Chanci* m 

,AN0K Manaobmrrt 

. PaHcncc Is avlrlue and also another Inn 
• Gelling up the courage to do whir ? ' 

loyally to your friends and lovedon«t Vi ' how ,ou R h and 

a few more to consider: arc a, *° personality traits. Here's 

^ Adventurous 


=> Affable 
=> Cultured 
=> Dependable 

=> Fair 


=> Fearless 
Observant 
=> Independent 
=> Optimistic 
=> Intelligent 
=> Keen 

=> Gregarious (Sociable) 
=> Capable 
=> Charming 
=> Confident 
=> Dutiful 


=> Encouraging 
=> Reliable 
=> Enthusiastic 
=> Helpful 
=> Humble 
=> Imaginative 
=> Obedient 
=> Trusting 

(ii) Negative Personality Traits: Other 
For example: 



=> 

Laziness 


=> 

Picky 


=> 

Pompous 


=> 

Dishonesty 

. 

=> 

Arrogant 

! ;, lift . i * i ; 

=> 

Cowardly 

Jli* 'j } j l ; • 

=> 

Sneaky 

riJiv/ n.»i /, • 


Rude 


=> 

Argumentative 

hflfi fit ) : > c > - 

=> 

Careless 


=> 

Abrupt 


personality traits are negative. 
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Unfriendly 

Disobedient 

Stingy 

Dominant 


'^ C °Nc n 


traits if you practice these ^ 3,50 b ° COnsi dered 

■ 5.7 DIFFERENCES BETWEEN MANAGER & LEADER 

^h- P differs from managem ent in a ^. ^ 

I Q Mrv I ^_ 


Perso 


>r »£»li 


lity 


2 . 



8 . 


_ Man agement 

Managers lay down the structure 
and delegates authority and 
responsibility. 

It includes focus on planning, 
organizing, staffing, directing 
and controlling. 


Leadership 

A lea , de *'P™'^ 
developing the organic?" by 
vision and comnuTnica * ^ 

to the employees and 8U 

—spring themtoar l^, Ti| 

L eadersfocus - on~lish^i— 
building relationships, n& 
teamwork, inspiring, 

!h°foHowi a s ndPerSUadin 8 


Manager gets his authority by 
virtue of his position in the 
organizati on. 

pS"and°Xdur 8amZaMOn ^ I U ' aderS 


Leader gets his authority 
fiom his followers. 


policies and procedure. 

Management is more of science 
as the managers are exact, 
planned, standard, logical and 
more of mind. 

Management deals with the 
technical dimension in an 
organization or the jo b content. 

Management measures/evaluates 
people by their name, past records 
and present performance. 


Management is based more on 

written communication. 


instinct. 

Leadership, on the other 
hand, is an art. In an 
organization, if the managers 
are required, then leaders 
are a must/essential. 

Leadership deals with the 
people aspect in an 
organization. 

Leadership sees and evaluates 
individuals as having 
potential for things that can be 
measured, i.e., it deals with 
future and the performance 
of people if their potential is 
fully extracted. 

Leadership is p 

Leadership is based more on 
verbal communication. 
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| 5.8 LEADERSHIP GRID 

Robert Blake and Jane Mouton (1960s) proposed a graphic depiction of leadership 
styles through a managerial grid sometimes called leadership grid for building 
on the work of the researchers at these universities. The grid depicted two 
dimensions of leader behaviour, concern for people on y-axis and concern for 
production (keeping tight scnedules) on x-axis. The dimension ranging from low 
(1) to high (9), thus creating 81 different positions in which the leader's style may 
fall as shown in Fig. 5.7. 




Low 1234 5678 9 High 


Concern for Production 


Fig. 5.7 Leadership Grid 


The five resulting leadership styles are as follows: 

1. Impoverished (Poor) Management (1,1): Managers with this approach are 
low on both the dimensions. 

2. Task management (9,1): Here leaders are more concerned about production 
and have less concern for people. The employees' needs are not taken care of 
and they are simply a means to an end. 

3. Middle-of-the-Road (5, 5): Here neither employee nor production needs are 
fully met. 

4. Country Club (1,9): Here the leader gives thoughtful attention to the needs 
of people thus providing them with a friendly and comfortable environment 
but are less concern of production exists. 

5. Team Management (9, 9): Here the leader feels that empowerment, 
commitment, trust, and respect are the key elements in creating a team 
atmosphere which will automatically result in high employee satisfaction and 

production. 

[1 5.9 MASLOW’S NEED HIERARCHY ■ 

Maslow defined a Hierarchy of Human Needs that stated the lower needs must 
' be met before an individual can strive to meet the higher needs. According to 
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Maslow's theory, all needs have a certain priority. Needs of one level mu 
partially fulfilled before a person can realize higher needs" as shown i n p? f lc ^t 



‘§• 5.8 


Fig. 5.8 Maslow's Need Hierarchy 

(i) Physiological Needs: These are necessaiy and essential needs of human bei 
for life to be met. If these needs are not fulfilled it may lead to death. Soma « 
example of these need are: the 

• Food 

• Clothing 

• Shelter 

(ii) Safety: Safety needs have to do with establishing stability and consistency in 
this world. We need the security of a home and family. Safety needs sometimes 
motivate people to be religious. Religions comfort us with the promise of a 
safe secure place after we die and leave the insecurity of this world. 

(iii) Social (Love and belonging): Love and belongingness are next on the 

hierarchy. Humans have a desire to belong to groups: clubs, work groups, 
religious groups, family, society, etc. We need to feel loved (non-sexual) by 
others, to be accepted by others. 1 

(iv) Esteem Needs: There are two types of esteem needs. 

• First is self-esteem which results from competence or mastery of a task. 

• Second, there is the attention, recognition and respect that come from 
others. 


Scanned 



This is similar to the belongingness level; however, wanting admiration has 
to do with the need for power. 

(v) Self-Actualization: The need for self-actualization is the "desire to become 
more and more what one is, to become everything that one is capable of 
becoming. People who have everything can maximize their potential. 

* Example- Working for an NGO. 

I 5.10 HERZBERG TWO FACTOR THEORY ■ 

In 1959, Frederick Herzberg, a behavioural scientist proposed a two-factor theory 

or the motivator-hygiene theory. According to Herzberg, the opposite of 
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^tisftction" is "No satisfaction" and the opposite of "Dissatisfaction" is "No 

Diss ,tisf»ction^ _ _ 

(fct « that rwult in site) to™ «*lfe „ m m Mer jobfKlm lM jjjjjjjj 

I -Herzberg 

Recording to the Two-Factor theory a distinction has to be made in the 
worhp' aces between motivators and hygeine factors as shown in Fig. 5.9. 


Hygiene Factors 

! Motivator Factors j 

• Salaries, Wages & Other Benefits 

■ Company Policy & Administration 

. Good Inter-personal Relationships 
. Quality of Supervision ! 

. Job Security 

. Working Conditions 

■ Work/Life Balance i 

■ Sense of Personal Achievement 

■ Status 

■ Recognition 

■ Challenging/stimulating Work 

■ Responsibility 

■ Opportunity for Advancement 

■ Promotion 

■ Growth 

i When in place, these j 

l_factors result in... 

/ General Satisfaction 
/ Prevention of Dissatisfaction 

| When in place these factors 
results in... 

/ High Motivation 
/ High Satisfaction i 

/ Strong Commitment 



Fig. 5.9 Frederick Herzberg Two Factor 

1. Hygiene factors: These are essential in the work palaces in order for the 

employees not to be dissatisfied, at the same time, when these factors do not 

cause satisfaction. 

Hygiene factors include: 

(i) Pay: The pay or salary structure should be appropriate and reasonable. 
It must be equal and competitive to those in the same industry in the 
same domain. 

(ii) Company Policies and administrative policies: The company policies 
should not be too rigid. They should be fair and clear. It should include 
flexible working hours, dress code, breaks, vacation, etc. 

(iii) Fringe benefits: The employees should be offered health care plans 
(medi-claim), benefits for the family members, education for children, 
residential facility, low interest loans, employee help programs, etc. 

(iv) Physical Working conditions: The working conditions should be safe, 
clean and hygienic. The work equipments should be updated and well- 
maintained. 

(v) Status: The employees' status within the organization should be familiar 
and retained. 
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(vi) Interpersonal relations: The relationship of the employees with hi s 
peers, superiors and subordinates should be appropnatc and acceptably 
There should be no conflict or humiliation element presen . 

(vii) Job Security: The organization must provide job security to the 
employees. There should not be any fear of redundancy (being without 


a job). ' 

Motivators factor: Motivators cause the employees to enhance t e evel of 
their performance and effectiveness in the work p ace. e mo ivators 
symbolized the psychological needs that were perceive as an a 1 iona] 
benefit. Motivational factors include: 

(i) Recognition: The employees should be praised, appreciated and 
recognized for their accomplishments by the managers or superiors. 

(ii) Sense of achievement: The employees must have a sense of 
achievement. This depends on the job. There must be a reward of some 


kind in the job. 

(iii) Growth and promotional opportunities: There must be growth and 
advancement opportunities in an organization to motivate the 
employees to perform well. 

(, iv ) Responsibility: The employees must hold themselves responsible for 
the work. The managers should give them ownership of the work. They 
should minimize control but retain accountability. 

(vi) Meaningfulness of the work: The work itself should be meaningful, 
interesting and challenging for the employee to perform and to get 
motivated. 


5.10.11 Limitations of Two-Factor Theory 

The two factor theory is not free from limitations: 

1. The two-factor theory overlooks situational variables. 

2. Herzberg assumed a correlation between satisfaction and productivity. But 
the research conducted by Herzberg stressed upon satisfaction and ignored 
productivity. 

3. The theory's reliability is uncertain. Analysis has to be made by the raters. 
The raters may spoil the findings by analyzing same response in different 
manner. 

4. No comprehensive measure of satisfaction was used. An employee may find 
his job acceptable despite the fact that he may hate/object part of his job. 

5. The two factor theory is not free from bias as it is based on the natural reaction 
of employees when they are enquired the sources of satisfaction and 
dissatisfaction at work. They will blame dissatisfaction on the external factors 
such as salary structure, company policies and peer relationship. Also, the 
employees will give credit to themselves for the satisfaction factor at work. 

6. The theory ignores blue-collar workers. Despite these limitations, Herzberg's 
two-factor theory is acceptable broadly. 


I 5.11 Theory X, Theory Y and Theory Z • 

In 1960, Douglas McGregor formulated Theory X and Theory Y suggesting two 
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*-ts of human behaviour at work, or in 

d nd^ ua,b (cmpl ° yCCS): 0nc of wh 'ch is nccatiin^'H W ° ^ ffcrcnt vicws of 
zl is positive, so called as Theory Y. AccorTne tn mR “ Thcor >' * “"<■ ‘he 
aeers on the nature of individuals is basnH McGre 8 0r ' the perception of 

m ust be forced with the threat of punishment in * u Grep ° re ' m °st people 
objectives. The average person prefers to be dim f°n towards organizational 
Relatively unambitious, and wan“ r iw alRean Th" 
are facts and figures orientated-so cut out thefnJdentafs-M^wSiUomeasure 
and substantiate anything you say and do for them, especially reportinTon 
resu *‘ s and actlvltles -generally do not understand or have aSerestm 

RmRTorm^R “ "° P ° im ^ ‘° ^ ** sense of 


-1 


--* 


- >. 

• ‘Authoritarian 
management’ style 


• ‘Participative 
management style’ 


• ‘Japanese 
management style’ 

Theory X 


Theory Y /'"~ J 


Theory Z 


Fig. 5.10 Theory X, Theory Y and Theory Z 


2. Theory Y ('Participative management' style): This states that effort in work 
is as natural as effort in play and that people will apply self-control and self- 
direction effort in the pursuit of organizational objectives, without external 
control or the threat of punishment. Commitment to objectives is a function 
of rewards associated with their achievement. People usually accept and often 
seek responsibility. The capacity to use a high degree of imagination, ingenuity 
and creativity in solving organizational problems is widely, not narrowly, 
distributed in the population. In industry the intellectual potential of the 
average person is only partly utilized and the Theory Y manager will attempt 
to bind and set free this ability. 

3. Theory Z ('Japanese management' style): Theory Z is a name applied to three 
distinctly different psychological theories. One was developed by Abraham 
H. Maslow in his paper Theory Z and the second is Dr. William Ouchi's 
so-called "Japanese Management" style popularized during the Asian 
economic boom of the 1980s. The third was developed by W. J. Reddin in 
Managerial Effectiveness. 

This essentially advocates a combination of all that's best about Theory Y and 
modern Japanese management, in that it places a large amount of freedom 
and trust in workers, and assumes that workers have a strong loyalty and 
interest in team-working and the organization. 

■BK 

’ • ^ * *j>. 
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I 5.12 EXPECTATION THEORY 

The expectancy theory was proposed by Victor Vroom of Yale School 0 f 
Management in 1964. This theory is a model of behavioural choice as an explanation 
of why individuals choose one behavioural option over others. In doing so, j t 
explains the behavioural direction process. It does not attempt to explain what 
motivates individuals but rather how they make decisions to achieve the end they 
value. Expectancy theory is made up with of three components. Expectancy 
Instrumentality, and Valance as shown in Fig. 5.11. 



Motivation 


outcomes 


Fig. 5.11 Expectation Theory 

(i) Expectancy- Probability (E—>P): The effort (E) wills the result of desired 
performance (P) goals. This belief is generally based on an individual s past 
experience, self confidence and the perceived difficulty of the performance 
standard or goal. 

(ii) Instrumentality- Probability (P^R): The instrumentality is performance 
expectations receive a greater reward. This reward may come in the form of a 
pay increase, fringe benefits, promotion, recognition or sense of 
accomplishment. 

(Hi) Valance. (V->R): Valence is the significance associated by an individual about 
the expected outcome. It is an expected and not the actual satisfaction that an 
employee expects to receive after achieving the goals. 


5.12.11 Advantages of the Expectancy Theory 

• This theory is based on self-interest individual who want to achieve maximum 
satisfaction and who wants to minimize dissatisfaction. 

• It is stresses upon the expectations and perception; what is real and actual is 
immaterial. 

• This emphasizes on rewards or pay-offs. 

• It focuses on psychological extravagance where final objective of individual 
is to attain maximum pleasure and least pain. 

5.12.21 Disadvantages of the Expectancy Theory 

• The theory seems to be idealistic because quite a few individuals perceive 
high degree correlation between performance and rewards. 

• The application of expectancy theory is limited as reward which is not directly 
correlated with performance in many organizations. It is also related to other 
parameters such as position, effort, responsibility, education, etc. 
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5.13 ERG (EXISTENCE, RELATEDNESS & GROWTH) 

'The ERG Theory of Clayton P. Alderfer is a model that appeared in 1969. In a 
paction to the famous Hierarchy of Needs by Maslow, Alderfer distinguishes 
»hrce categories of human needs that influence worker's behaviour; existence, 
r clatedness and growth. In this theory ERG categories are as shown in 

Fig* 512: 

(*) Existence Needs: Physiological and safety needs (such as hunger, thirst and 
' ’ sex ). The first two levels of Maslow. 

ERG Theory - Clayton P. Alderfer 


Satisfaction/Progression 

Frustration/Regression 

Satisfaction/Strengthening 




Relatedness 



\ 

-V 

- 

| 

1 


2 

CD 

CD 

a 

cn 


1 

1 

1 

1 

1 

t 




1 

1 

1 

1 

r i 

Existence 


Growth 

Needs 


Needs 


Fig. 5.12 ERG Theory 

(ii) Relatedness needs: Social and external esteem are involvement with family, 
friends, co-workers and employers. They are in the third and fourth levels of 
Maslow. 

(Hi) Growth needs: Internal esteem and self actualization are the desire to be 
creative, productive and to complete meaningful tasks. Maslow's fourth and 
fifth levels. 

ERG theory acknowledges that if a higher level need remains unfulfilled, the 
person may regress to lower level needs that appear easier to satisfy. This is known 
as the frustration-regression principle. This frustration-regression principle 
impacts workplace motivation. For example, if growth opportunities are not 
provided to employees, they may regress to relatedness needs, and socialize more 
with co-workers. If management can recognize these conditions early, steps can 
be taken to satisfy the frustrated needs until the subordinate is able to pursue 
growth again. 

I 5.14 LEARNING PROCESS H 

Learning involves gaining of new behaviour. It is a kind of change in a pattern of 
behaviour. The individual has to learn new ways of doing things as well as new 
ways of thinking and feeling as he tries to adjust within his environment and to 
make himself useful. 
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^Important Point: "Learning can be defined as changing one s potential for seeing, feeling 
and doing through experiences partly perceptual, partly intellectual and partly emotional. 

* * P -GMWingoandW.CMorsc 
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Learning is also dependent upon one's inherent intelligence and other 
capacities. It is on the basis of hereditary endowment that one can learn different 
types of activities and behaviour patterns. Thus the basis of learning is an 
individual's innate and hereditary capacities including intelligence and 
temperament. 



5.14.11 Types of learning process 


Learning process occurs in four major ways-transmission, acquisition, accretion 
and emergence as shown in Fig. 5.13. 

1. Transmission: It is the process by which information, knowledge, ideas and 
skills are taught to others through purposeful, conscious telling, 
demonstration, and guidance. 
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learning process 


Accretion 
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Fig. 5.13 Types of Learning Process 

2. Acquisition: It is the conscious choice to learn. Material in this category is 
relevant to the learner. This method includes exploring, experimenting, 
self-instruction, inquiry, and general curiosity. 

3. Accretion: It is the gradual, often sub-conscious or hidden process by which 
we learn things like language, culture, habits, prejudices, and social rules and 
behaviours. 

4. Emergence: This is the result of patterning, structuring and the construction 
of new ideas and meanings that did not exist before, but which emerges from 
the brain through thoughtful reflection, insight and creative expression or 
group interactions. 


I 5.15 TEAMWORK 



In one medium sized organization, formal management responsibilities being 
assigned to teams of people from different parts of the organization. Instead of 
having formal positions for specific functions (human resources, health and safety, 
etc.), a committee structure has been created and successfully implemented. This 
helps ensure that the responsibility and accountability for these important 
functions is shared between a numbers of people. 
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^OtSEBRlNQ AND PROCESS OF CHANGE MaNAGEMI 

Important point: A team is defined as a group of pet 
^ Objectives or goals. 

j^rmork is the cumulative actions of the team during 
Vitiates his individual interests and opinions I 


which each member of the team 


to fulfill the objectives or goals of the group, j 


Team work is essential because: Many processes of the organization are so 
complex that one person cannot be knowledgeable concerning the entire process. 
Second, the whole is greater than the sum of its members. The interaction within 
the team produces results that exceed the contribution of each member Third 
team members develop a rapport with each other than allows them to do better 
job. 

5.15.11 Features of Team Work 


1. Members of a team will need to focus on how they relate to each other, listen 

l 10 tbe suggestions of others, build on previous information and use conflict 
; creatively. 

2. They will need to set standards, maintain discipline, build team spirit and 

motivate each other. r 

3 ‘ | Each / nember of the team has ^eir own history of experience to help achieve 
the objectives. v 

4. Teams work because many heads are more knowledgeable than one Each 

member of the team has special abilities and skills that can be use to solve 
problems. 

5. Finally, team provides the vehicle for improved communication, thereby 

increasing the likelihood of a successful solution. ^ 

5.15.21 Types of Teams 

acSnm a L b ! Called by , differenl names md sli 8 ht 'y different characteristics to 
mmodate a particular organization as shown in Fig. 5.14 

' memberS ° f the P rocess ™provement team 

p esent each operation of the nrnrpQc nr «it _n._ .. 

Scanned by CamScanner 


% 

y 



v 






Entrepreneurship and Management C 




2 . 


the team's activity is limited to the work unit. Process improvement in 
organization is difficult when the tasks for improving processes get assin^’ 
to supervisors and the priority for them is to get the job done first and iirtpr 
things later. The process improvement team helps to alleviate this typ° V ° 
problem and also gives empowerment to more of the people that are actual?^ 
performing the jobs. * 


Cross functional teams: A team about six to ten members will represem 
number of different functional areas, such as engineering, markets ** 
accounting, production, quality and human resources. It may also inclutf" 
the customer and supplier. 



Fig. 5.14 Types of Teams 

3. Natural work teams: This type of team is now voluntary-it is composed of all 
the members of the work unit. It differs from quality control circles because a 
manager is a part of the team and the projects to be improved are selected by 
management. Some employees may not like to work in teams for various 
reasons and managers should anticipate this action and be prepared to help 
employees become comfortable in the team environment or alternatively find 
work in another unit that still performs work as individuals. 

4. Self directed/Self management teams: They are an extension of natural work 
teams without the supervisor. Thus, they are the personification of the 
empowered organization-they not only do the work but also manage it. 


i 


I 5.16 STRESS MANAGEMENT ■ 

In today's changing and competitive work environment, stress level is increasing 
both in the workers as well as the managers. 

f.. •t""* - • fVQW r ^l^ l, 7 k ‘' r?> ' T ' IT 5 " - ^ 

^Important Point: "Stress is defined as an adaptive response to an external situation that 
results in physical, psychological and/or behavioural deviations, for organizational participants.” 
"Job stress is a condition arising from the interaction of the people and their jobs, and characterized 
by changes within people that force than to deviate from their normal functioning." 

-Beehr and Newman 

"Stress is a dynamic condition in which an individual is confronted with an opportunity, 
constraints or demand related to what he or she desires and for which the outcome is perceived to 
be both uncertain and important." 


Scan necmyCamScanner 
























; Management 

^ l6 l | Stress Management Techniques 



in very sim P Ie word l S/ ^ ess c r ^ fers to an individual's reaction to a disturbing factor 
in the environment. The following Fig. 5. 15, showed the stress management 

jgchniques: 

i Accept those things that you cannot change: Identify the stressful things in 
life that cannot be influenced and changed. Recognize that there is no point in 
worrying about things that one cannot change. Understanding this can help 
reduce disappointment and bitterness when things do not turn out the way 
we were hoping. 


Stress Management Techniques 

Accept those things that you cannot change 


Take a positive outlook 
on life 


Make a list all of the things 
that make life stressful 


Develop both short-term 
and long-term goals 


Assess your priorities and Try 
to keep things in perspective 


Fig. 5.15 Stress Management Techniques 


2. Take a positive outlook on life: Learn from your mistakes, but always focus 
on the positives in life. A positive attitude attracts a positive energy, allowing 
you to be better prepared for life's challenges and stresses. 

3. Make a list all of the things that make life stressful and a list of things that 
would make life less stressful. Work on strategies to change what you can do 
for reducing the stressful elements of life and introducing more of the stress 
relief elements. 

4. Develop both short-term and long-term goals to focus your life. Goals, 
aspirations and priorities help to increase energy and motivation. Remember 
to take into consideration the amount of stress that these goals will incur and 
identify ways to reduce these stresses on the way to achieving your goals. 

5. Assess your priorities and the balance between your professional, family and 
social life. 

6. Try to keep things in perspective and do not put too much pressure on 
yourself to succeed. Ambition is a incredible motivator, however we all have 
bad days and something things do not turn out how we expected. Keeping 
your priorities in perspective can help to reduce stress and pressure. 
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Review Questions 


1. What is motivation? Explain maslow herzberg theories. (R.G.P.V., Dec. 2009) 

2. What do you understand by change management? 

3. Explain HR-Planning and its objectives. 

4. Define MIS and its role in an organization. 

5. What do mean by attitude and personality. 

6. Explain managerial grid in leadership. 
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7. Explain in detail the Maslow's need hierarchy theory. How does it differ f rom 
Herzberg's two factor theory'? 

8. Explain clearly Vroom's expectancy theory. 

9. Describe the concept of organization structure. What are the needs for oreani, , 
structure? 

10. What are Theory X, Theory Y and Theory Z.? 

11. Explain the ERG (Existence, Relatedness & Growth) with example. 


12. Explain the following: 

(a) Team work 

(b) Learning process 

(c) Stress management 
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a introduction 
a Definition and Meaning 

■ importance 

. Marketing Environment 
a Selling Concept 

=> Marketing Concept 
a Societal Marketing Concept 
. Four P's (Marketing Mix), 

=* Product 
=> Price 
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■ Consumer Behaviour 
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1 6 -1 INTRODUCTION _ 

the stud y T:rZ7' s t broad scope of 

practical app|i cation ‘‘"f. foc »sing on the 

markeHng activities of a ^l‘ echni< l ues and 
business. This k certam company or 

encompasses martetta* 688 ! disci P line 
strategy, orientations S Panning and 

in the hiohar ' ™ the subordina tes to those 

de initm 8 n m mana8e r nt “ we look * this 
ennition in more detail. Marketing is a 

MarkeHnl ,Um ° r member s of staff. 
Marketing requires co-ordination, planning, 

implementation of campaigns and a 

competent manager(s) with the appropriate 

skills to ensure success. F F 


Market Research Marketing objectives, goals and targets 

have to be monitored and met, competitor 
strategies analyzed, anticipated and exceeded. Through effective use of market 
an marketing research an organization should be able to identify the needs and 
wants of the customer and try to delivers benefits that will enhance or add to the 
customers lifestyle, while at the same time ensuring that the satisfaction of these 
needs resuits in a healthy turnover for the organization. 


Within this exchange transaction customers will only exchange what they 
value (money) if they feel that their needs are being fully satisfied; clearly the 

greater the benefit provided the higher transactional value an organization can 
charge. 


I 6.2 DEFINITION AND MEANING B 

The term marketing has changed and evolved over a period of time, today 
rnarketing is based around providing continual benefits to the customer, these 
ene fits will be provided and a transactional exchange will take place. 


95 
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Marketing has been viewed traditionally as a business activity. g u • 
organizations exist to satisfy human needs, especially material n SUl ° s $ 
Consequently, one way to define marketing is from the business persn ° 0 .^ 
For instance, marketing has been defined as the "delivery of a higher star? 0 - 
of living." arc l 


^Important Point: "The management process responsible for identifying, anticipate 
satisfying customer requirements profitably." Chartered Institute of Market^ 


"Marketing as the peiformancc of business activities that directs the flow of goods and 
from producer to consumer or user". American Marketing Associat^ 

"Satisfying needs and wants through an exchange process". PA/Z/p g ot °^ 

"A total system of business activities designed to plan, price, promote and distribute 
satisfying goods and services to the present and potential customers". William ]. StantoT 
"The management task of strategically planning, directing and controlling the application r 
enterprise effort to profit making programs which provide customer satisfaction - a task whicj 
involves the integration of all business activities into a unified system of action". 

MartingL. Bell's 


The above definitions provide us an idea on the nature of marketing. The 
features in the above definitions are as follows: 

(a) It is an exchange process. 

(b) It covers a variety of functions to be carried out in an integrated manner. 

(c) Marketing is directed to satisfy the needs/desires/wants of the consumer. 


I 6.3 IMPORTANCE 


Since marketing is consumer oriented, it has a positive impact on the business 
firms. It enables the entrepreneurs to improve the quality of their goods and 
services. Marketing helps in improving the standard of living of the people by 
offering a wide range of goods and services with freedom of choice, and by treating 
the customer as the most important and valuable person. The contribution of 
marketing in socio-economic system can be summarized as follows: 

1. National Income: The nation's money is composed not of money, but of the 
goods and services which money can buy. Any increase in efficiency of the 
marketing process results in lower costs of distribution and lower prices to 
consumers. This brings an increase in the national income. 

2. Distribution Cost: Marketing aims at reducing the cost of distribution to the 
extent possible to make it available to the consumers at reasonable price. It 
increases the consumption and profits of the firm. Hence, the shareholders 
may also get better share in profits. A part of the profit may also be utilized 
for further research work, for labour saving devices or for innovating new 
manufacturing techniques. Thus, the society is benefited in the long run. 

3. Production and Consumption: Marketing process links the production and 
consumption. It brings new varieties, quality and beneficial goods to 
consumers from the manufacturing centers. A wealth of merchandise can be 
purchased at retail stores which were not available previously. It, thus, provides 
the connecting link between production and consumption and avoids the 
scarcity of goods. 
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^akkktin« Plan 

BuS iness Slumps: Scientific markeHng has a stabilizing effect on the price 
i.'vel. Producers produce what consumers want and ^ ? P 5 

1 nmducts thorn am c „ and cons umers have a wide 

choice of products, there are no frequent fluctuations in prices A sound 

marketing system gives protection against business slumpTy disco”ring 
new markets, reducing cost of distribuHon, making it consumer orient 
diversifying and improving the product, extending after sali™"ice etc 

5 Transmutation: The existence of a market and the specialists encased in 
performing marketing functions are helpful in creating form utility fo the 

COnSUmerS ' T1,US ' the — 

6. Productive Efficiency: The information about the use of machinery and freely 

after sales services creates awareness of the latest development aid helps in 
improving their productive efficiency. F 

7. imbalance in Supplies: Scientific markeHng remedies the imbalance in the 
supply by making available the surplus stocks at deficit areas. Through better 
provision of transport facilities and storage, market develops the trade in 
perishable goods, most of which at present go to waste. 

Value of Goods: Place utility- is created when a product is made readily 
accessible to the potential consumer. Time utility is created when a product is 
available to customers when they want it. Possession utility is created when a 
customer buys the product i.e., the ownership title is transferred to the buyer. 

9 . Value of Service: Marketing adds value to the services e.g., business, medical, 
entertainment and educational services by performing the services involved! 

10. Patterns of Consumption: Patterns of consumption are determined by the 
structure of marketing system which is set up to carry the flow of goods and 
services from producer to consumers. The value added to the goods and 
services through performance of marketing activities also explains the pattern 
of consumption. 


8 . 


11. Employment Opportunities: Marketing is essential for full employment. 
There must be continuous marketing and high level of business activity to be 
continued. The continuous marketing activity is required for performing 
various marketing functions such as buying, selling, transportation, 
warehousing, financing, risk bearing, etc. Each function has countless job 
openings. It is a continuous source of employment and provides livelihood to 
a number of unemployed persons. 

12. Living Standards: Marketing helps in increasing the standard of living of the 
people. It is logical that a reduction in the per unit cost of distribuHon of 
goods and services to the society would result in a higher standard of living. 

13. Expansion of Home Market: MarkeHng can serve to expand the home market 
and thus provide a more secure base for export. When a country is self 
sufficient and is in a posifion to go for exports, it results in favourable balance 
of trade. It is an indicator of economic development of a country. 


I 6.4 MARKETING ENVIRONMENT WM 

The markeHng environment surrounds and impacts upon the organizaHon. There 
tte three key elements to the marketing environment which are the internal 
environment, the micro-environment and the macro-environment. Why are they 
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imnorlant? Well marketers build both internal and external rela, io 
Marketers aim to deliver value to satisfied customers, so we need to 
ovakialoour internal business/corporate environment and „ ur 'y 
environment which is subdivided into micro and macro. r 'i 


^Important Point: "A company's marketing environment com** of the actom mi 
emtsidemarketing that Offect marketing managements ability to build and maintain SII * 
relationship* with target customers." » k 

■The marketing environment if the tank environment and the broad environment. 
environment include* tin: immediate actors involved ... purchasing, distributing and 
1 77,r broad environment consists of six components: demographic envi m *] 

economic environment, natural environment, technological environment, political,^ 
environment, social-cultural environment." 


6.4.11 Macro-Environment 

It deals with the demographic, economic, technological, natural, socio-cult^ 
and politico-legal environment of the markets. The following Fig. 6.1 shows th e 
environmental framework. 



Fig. 6.1 Environmental Framework 

1. Customers: Customers are the core of the marketing environment. There are 
different types of customers such as end consumers, business customers, 
government customers, international customers and retailer customers. 

2. Suppliers: A slightest delay in receiving the supplies may result in 
dissatisfaction of the customers. The marketers have to watch the supply 
availability and other trends related to the suppliers 

3. Marketing intermediaries: The resellers, physical distribution firms, 
marketing services agencies, and financial intermediaries all make marketing 
intermediaries. They help in promotion of the company and sales and 
distribution of the company's products. 


A 
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public: Public any 8 r ° u P that has interest or impact on firm's ability to 
meet its goa s. 1S !*! C u c '^ e financial public, media public, government 
public, and local public such as NGO's and citizen action organizations. 

e Competitors: Competitors are the companies with similar offerings for goods 
and services. To remain competitive a company must consider who their 
biggest competitors are while considering its own size and position in the 
industry. 


6 Political-legal factors: Political factors include how and to what degree a 
government intervenes in the economy. This includes monetary and tax 
policies of the government, labour laws, environmental laws, various trade 

restrictions, tariffs. 

7 Economic factors. Economic factors are general economic growth, interest 
rates, exchange rates, balance of payments, monetary policies, inflation rate, 
etc. These factors play a very important role in business operations. These 
factors have the capability to alter the cost of operations, cost of capital and 
returns ultimately. 

g Social factors: Social factors are the social and cultural aspects, which include 
health consciousness, population growth rate, age distribution, career attitudes 
and emphasis on safety. They, have a major impact on demand of a firm's 
products and services. 


9 . Technological factors: Technological factors include the research and 
development, automation, expansion of internet and other communication 
technologies, technology incentives and technological barriers. 

10. Natural environment factors: These factors include the weather, climate, and 
climate change, availability of water, availability of raw products, etc. 


6.4.21 Micro-Environment 

Marketing department let alone cannot satisfy all the needs of customer. Therefore 
it is essential to integrate the functions of suppliers, publics, company departments 
and intermediaries in creating the value to the customer. These forces are known 
as organization's micro environment. Micro-environment forces which are very 
close to company and have impact on value creation and customer service as 
shown in Fig. 6.2 
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1. The company: Presuming a strategic plan in to specific marketing n| an 

coordination of other functions like finance, human resource, produrH r °^ Uir o 
research and development. V ctl °1 an^ 

2. Intermediaries: The firms which distribute and sells the goods of the 
to the consumer. 

3. Public. These are micro-environment groups, which helps comna 

generate the financial resources, creating the image, examining the comn ^ *° 
policy and developing the attitude towards the product. P^es' 

4. Competitors:A company should monitor its immediate competitor t 
product should be positioned differently and able to provide better servi 

5. Suppliers: Suppliers are the first link in the entire supply chain of the com ^ 
Hence any problems or cost escalation in this stage will have direct 

the company. Many companies adopted supplier relation management ° n 
to manage them well. 6 nts ystem 

6. Customers: A company may sell their products directly to the customp 

use marketing intermediaries to reach them. Direct or indirect markpH ° r 
depends on what type of markets the company serves. Iri 8 

■ 6.5 SELLING 

The terms 'marketing' and 'selling' are related but not synonymous. 'Marketing 
as stated earlier, emphasizes on earning profits through customer satisfaction i 
marketing, the focus is on the consumer's needs and their satisfaction. 'Selline'n 
the other hand focuses on product and emphasizes on selling what has iLn 
produced. In fact it is a small part of the wide process of marketing wherein 

emphasis is initially on promotion of goods and services and eventually on increase 
in sales volume. y crease 

Marketing has long term perspective of winning over consumer loyalty to thp 
product by providing him maximum satisfaction. However, selling has short-term 
prospective of only increasing the sales volume. 

In marketing, 'the consumer is the king', whose needs must be satisfied In 
selling the product is supreme and the entire focus is on sales' volume. Marketing 
starts before production and continues even after the exchange of goods and 
services has taken place. It is so because provision of after sale service is an 
important component of marketing process. Selling starts after the production 
and ends as soon as the exchange of goods and services has taken place. 

6.5.11 Difference between marketing and selling 

_ Marketing I Selling 

1 • Marketing focuses on the needs Selling focuses on the needs of the 
of the buyer. seller. 

2 . Converting customer's needs into Converting product into cash, 
product. 

3. Importance is given to the customer. Importance is given to the product. 

4. It focuses on customer satisfaction. It focuses on sales volume. 

_5. |lt aims at long-term objective as it [it aims at short-term objectives. 




*kktin« 


Pl^N 


rp^’"’s hiCala nd S,rah8iC ~ as ‘1 is onlyTta ctical and routine I 
implications. activity. 

* .n^tod approach tomarketing Fragmented approach lo selling is 

is practiced. practiced. 

„ forecasts the customer needs to It aims at selling the goods which 
undertake the production activity. are already £*** 

. H iK . f . , intensive promotion at a profit. 

t. " 8 ,ves T,r lT “ * giws to sales volume and 

volume at tar and reasonable maximization of profits through 

prices- sales volume 

9. The principle of caveat vendor The principle of caveat emptor 

<»* s * r bem ° K) ! ^ (,C ' the bu »” >™°re) is followed. 

Stresses on needs of buyer. | stresses on needs of the seUer. 

6 5.2 1 Selling concept 

The selling concept in marketing is the notion that customers will not automatically 
buy something; they need to be sold it. This means that a persuasive advert or a 
sale assistant informing the customer that the product will change their life will 
make them buy something they most probably do not need or want. 

According to the marketing website marketing91.com the consumers will not 
buy enough of the organization s products unless they are persuaded to do so 
through selling effort. So, organizations should undertake selling and promotion 
of their products for marketing success. The consumers typically are insert and 
they need to be forced for buying by converting their inert need in to a buying 
motive through persuasion and selling action. 

6.5.3 1 Marketing concept 

Marketing concept is the modern concept of marketing. Here the customer is 
considered as the soul of the entire marketing activity. The needs of customers are 
found out through marketing research and then products are developed to satisfy 
those needs. Building customer relationship and maintaining that relationship is 
given lot of importance. Customer is considered as the king of the market. This 
approach is used in today's globally competitive marketing world. The marketing 
concept rests on four pillars: target market, customer needs, integrated marketing 
and profitability. 

6.5.4 1 Distinctions between the Marketing Concept and the Selling 
Concept: 


P-No. _ Selling Concept _ Marketing Concept I 

1. Focuses on the needs of the seller. Focuses on the needs of the buyer. 
Pre-occupied with the seller's need Pre-occupied with the idea of 
to convert his/her product into cash, satisfying the needs of the customer 

by means of the product as a solution 
to the customer's problem (needs). 
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I 6.6 SOCIETAL MARKETING CONCEPTS * 

The marketing concept has evolved into a fifth and more refined ^ 
orientation: The societal marketing concept. This concept is more thcl^P^ 
un oubtedly influence future forms of marketing and selling apnr° Ca * 
Societal marketing is basically a marketing concept that is of the vi ° actles - 
company must make good marketing decisions after considering consum^ ^ a t a 

society UirementS com P an y anc * most 0<r fhe long term interested* 5 . 

Societal marketing is actually a subsidiary of the concept of corpora* 
responsibility and sustainable development. This concept urges compan - & S ° c ‘ a l 
more than having an exchange relationship with customers, to eo^ t0< *° 
elivering products and work for the benefit of the consumers and the so 
Following are the three examples of societal marketing concept: 

1. Body Shop: Body shop is a cosmetic company found by Anita Roddi k 

company uses only vegetable based materials for its products. It is also ° 
animal testing, supports community trade, activate selfesteem, defend 
rights, and overall protection of the planet. Thus it is completely foil Unian 
the concept of Societal Marketing. 0vv * r, 8 

2. Ariel: Ariel is a detergent manufactured by Procter and Gamble. Ariel 

special fund raising campaigns for deprived classes of the world specifid 
the developing countries. It also contributes part of its profits from evervh 
sold to the development of the society. ™ ba 8 

British American tobacco Company: BAT is a British based Tobacco comn 
It was found in the year 1902. BAT is involved in working for the society^ 
every part of the world. It conducts tree plantation drives as part of its sotiIm 
marketing strategy. etaJ 


3. 


I 6.7 MARKETING MIX: 4 P’S, ^ 

The marketing mix is one of the most famous marketing terms. The marketing 
mix is the tactical or operational part of a marketing plan. The marketing mix k 
also called the 4P's and the 7P's. The 4P's are price, place, product and promotion 
The services marketing mix is also called the 7P's and includes the addition of 
process, people and physical evidence. 

^Important Point: " Marketing Mix is the set of controllable variables that the firm can use 
to influence the buyer's response". phjUp mer 

The controllable variables in this context refer to the 4'P's [product, price, 
place (distribution channel) and promotion]. Each firm strives to build up such a 
composition of 4'Fs, which can create highest level of consumer satisfaction and 
at the same time meet its organizational objectives. Thus, this mix is assembled 
keeping in mind the needs of target customers, and it varies from one organization 
to another depending upon its available resources and marketing objectives. 

Let us now have a brief idea about the four components of marketing mix. 
The Fig. 6.3 displays the component of mixing. 
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Rg. 6.3 Component of Marketing Mix: The 4 P's 

1. Product: Product refers to a physical product or a service or an idea which a 
consumer needs and for which he is ready to pay. Physical products include 
tangible goods like grocery items, garments, footwares, etc. Services are 
intangible products which are offered and purchased by consumers. Services 
may involve also an innovative idea on any aspect of operation. Products are 
the key element of any marketing mix. The decisions concerning product may 
relate to: 

(a) Product attributes, 

(i b ) Branding, 

(c) Packaging and labeling, 

(d) Product support service, 

(e) Product mix. 

2 . Price: Price is the amount charged for a product or service. It is the second 
most important element in the marketing mix. Fixing the price of the product 
is a complicated job. Many factors like demand for a product, cost involved, 
consumer's ability to pay, prices charged by competitors for similar products 
or prevailing prices, government restrictions, etc. have to be kept in mind 
while fixing the price. In fact, pricing is a very crucial decision area as it has 
its effect on demand for the product and also on the profitability of the firm. 

3. Promotion: If the product is manufactured keeping the consumer needs in 
mind, is rightly priced and made available at outlets convenient to them. But 
if the consumer is not made aware about its price, features, availability etc., 
its marketing effort may not be successful. Therefore promotion is an important 
ingredient of marketing mix as it refers to a process of informing, persuading 
and influencing a consumer to make choice of the product to be bought. 
Promotion is done through means of personal selling, advertising, publicity 
and sales promotion. It is done mainly with a view to provide information to 
prospective consumers about the availability, characteristics and uses of a 
product. It arouses potential consumer's interest in the product, compare it 
with competitors' product and make his choice. The proliferation of print and 
electronic media has immensely helped the process of promotion. 





V 
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Place: Goods arc produced to be sold to the consumers. They must u 
available to the consumers at a place where they can convenient! Nl 
purchase. Woolens are manufactured on a large scale in Ludhiana ^ 
purchase them at a store from the nearby market in your town -N 

necessary that the product is available at shops in your town. This in i\ 
chain of individuals and institutions like distributors, wholesalers and V °* V(fs a 
who constitute firm's distribution network (also called a cha rC,ail(Ts 
distribution). The organization has to decide whether to sell directl* 1 * 101 ()f 
retailer or through the distributors/wholesaler, etc. It can even pi an **** 
directly to consumers. 0 S(? *l it 


I 6.8 CONSUMERS 

Consumers are individuals, households or businesses who use the products iu 
products eventually end up in private households even though they win ^ 
through a number of steps on their way from producer to end user. p ro d " 3Ss 
and traders form vertical chains or networks, called value chains, at the end^ 
which are the consumer. Understanding consumer behaviour is not only import ° f 
for the producer but for all the other players in the chain. The value that th * 
consumer puts on the goods or services limits what everyone else can get f r & 
the value chain. 01 


6.8.11 Characteristics of Consumer Behaviour 

Consumer behaviour attempts to understand the buyer decision making process 
both individually and in groups. It studies characteristics of individual consumers 
such as demographics and behavioural variables in an attempt to understand what 
people's wants. It also tries to assess influences on the consumer from groups 
such as family, friends, reference groups and society in general. The various 
variables attempts to influence on consumers are as follows: 

1. Demographics Variables: These are current statistical characteristics of a 
population. These types of data are used widely in sociology, public policy, 
and marketing. Commonly examined demographics include gender, race, age, 
disabilities, mobility, home ownership, marital status, employment status, and 
even location. Demographic trends describe the historical changes in 
demographics in a population over time for example, the average age of a 
population may increase or decrease over time. Both distributions and trends 
of values within a demographic variable are of interest. Demographics are 
about the population of a region and the culture of the people there. 

2. Behavioural Variables: The behavioural variable of market segmentation 
group's consumers in terms of occasions, usage, loyalty and benefits sought. 
This is based on the way different consumers respond to, use or know a 
product or service. The variable of occasion simply means the occasion on 
which a product or service is consumed or purchased. The behavioural variable 
includes: 

(i) Attitudes: It represents what consumer like and dislike. An attitude is 
a lasting general evaluation of something-it has knowledge of that 
something, liking or disliking, and the strength of the feelings. They 
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^decans? ' Chan8eablc ' to direc. behaviour-,* JJJJ 

(ii , Motivation: People arc motivated bv m 

Of goal-oriented behaviour. " ,S the ach vatio n or energisation 

(iii) Perceptions: Perception can be u 

around us". All the time we are receWw 35 " how we see the world 
organs viz., eyes, ears, nose, mouth n ? essa 8 es through our five 
sounds, smells, tastes and sensations that w f^i The different sights, 

(iv) Personality: The term personality • 6 ** *** knows as sti muli. 

psychological traits, characteristics 7 mL?™ t ? tal of an ind ividual's 
and outlooks. Personality is the veri P ' ? abits ' atti tudes, beliefs 

In consumer behaviour, personal^ 0 *? ; ndividual differences. 

psychological characteristics that both HpL IS deflned as those inner 

responds to his environmental stimuli ^ mmea " dreflecth ow person 

ensures that a person, responsestTconstetenTo^ £?“*« “> 

correlation with product brldSce Bmbo'lh T** ‘° 3 

assume that individuals with a given personate? h °n a PP roaches 
homogeneous in all other respects snrh ^ profle or hart are 
occupation, etc. P SUCh as a 8 e ' education, 

“ ^Ws5S^==M5S! 

lifestyle may result in certain consistency of behaviour. Knowing a 
person s conduct in one aspect of life may enable us to pred^ hThe/ 
she may behave in other areas. F 7 

(vi) Knowledge: The success or failure of products and services is ultimately 
determined by their acceptance in consumer markets. The consumer 
behaviour knowledge domain seeks to understand the psychology and 

behaviour of consumers-particularly consumer attitudes and buying 
behaviour. J & 


6.8.21 COGNITIVE DISSONANCE 

In 1956, Leon Festinger coined the term 'Cognitive Dissonance'. Cognitive 
dissonance is a discomfort caused by holding conflicting cognitions ( e.g., ideas, 
beliefs, values, emotional reactions) simultaneously. In a state of dissonance, people 
may feel surprise, guilt, anger, or embarrassment. In a theory of cognitive 
dissonance, the concept can be defined as: 

^.Important Point: "The psychological opposition of irreconcilable ideas (cognitions) held 
simultaneously by one individual, created a motivated force that would lead, under proper 
conditions, to the adjustment of one's belief to fit one’s behaviour - instead of changing one’s 
behaviour to fit one’s belief (the sequence conventionally assumed)". 
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The theory of cognitive dissonance in social psychology proposes that p tH) , 
have a motivational drive to reduce dissonance by altering existing cognition ° 
adding new ones to create a consistent belief system, or alternatively by roducj n S ' 
the importance of any one of the dissonant elements. An example of this w 01i l| 
be the conflict between wanting to smoke and knowing that smoking is unhealthy 
a person may try to change their feelings about the odds that they will actual) 
suffer the consequences, or they might add the consonant element that the smokiri 
is worth short term benefits. A general view of cognitive dissonance is when one 
is biased towards a certain decision even though other factors favour an alternative 


I 6.9 BUSINESS AND INDUSTRIAL MARKET 


One observes that the role of marketing in modern organization is that of 
integrating the needs and wants of the customers to the other organizational 
functions like production, R&D, finance, personnel, etc. One look at the companies 
today would be sufficient to conclude that neither marketing nor any other function 
alone holds the key to success. All functions are equally important. However it j s 
marketing, which performs the role of integration. 

1. Corporate Marketing: Provide information on competition, customer and 
advocate customer orientation for developing long-term corporate strategy. 

2 . Strategic Marketing: Provide competition and customer analysis for 
developing long-term business strategy, including competitive advantage. 
Develop segmenting, targeting and positioning strategies and take product 
line decisions. 


3. Marketing Management: Evolve and implement marketing strategy in short 
term to achieve business unit objectives. Coordinate marketing activities and 
allocate resources. 


I 6.10 MARKET TARGETING B 

Target marketing refers to a concept in marketing which helps the marketers to 
divide the market into small units comprising of like minded people. Such 
segmentation helps the marketers to design specific strategies and techniques to 
promote a product amongst its target market. A target market refers to a group of 
individuals who are inclined towards similar products and respond to similar 
marketing techniques and promotional schemes. 

^Important Point: "Market targeting is made up of evaluation of market segment and 
selection of market segment/segments to be in". 

6.10.11 Targeting Strategies 

Once a firm has identified the market segments it wishes to target, it needs to 
develop effective targeting strategies for these segments. Targeting strategies tend 
to follow certain methods to maximize their effectiveness. These are as following: 
1. Single segment strategy: A single segment strategy involves the firm choosing 
its single preferred market segment and targeting it with a single marketing 
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mix. aimed at serving the segmenf KTfl 

bv a smaller firm, or one which h* ** much as possiki ,, BUfl 

1 Selective specialisation: This is a^'f l0Ca,cd one ‘ S 8encraU y chosen 

differentiated strategy. Differ „ 

segments. The product itself may 0 ^ kctin 6 mixes 5 al f known as a 
,he promohonal message or distribn^ T be different £ WCd to diff “ent 

3 Product specialization strateev a h nchan nelsvary man y cases only 

a firm possesses a particularly 

variety of feasible market segments '" Produ «- and £^ t T IrS ' Vhen 

4. Market specialization strategy A tai ors rt to a 

firm which finds one market s P eci alizati 0n S f rat 

a variety of different products TV nt Ve, 7 attractive and h ategy inv °lves a 
and hence discourage any Sm™? ofte " done by a f ™ 52? ' hat 

5. Full market coverage: I, a" ^ “ P '^ 

"£r a^Tf - an 

This,s what 

standard and premium ranges. have a «cmpted with their v “ ue 

The following diagrams 6.4 show examnl 
given three market segments S r S 2 , and “**«election patterns 

Single Selective P ’ ^ products * v ^ and P 3 . 

Segment Specialization Specialization Specialization Fu " Market 
S,S,S, S,S 2 S 3 o ~ „ n Cove rage 
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Fig. 6.4 Five market selection patterns 

■^Ssssssr rrs- ■ 

expand by pursuing a product specialization strategy tJlorina f f P° tho1 ^ U c 
different segments, or by pursuing a market special,Stion s Je^Tdtfferi 
new products to its existing market segment. gy otteri 

Another strategy whose use is increasing is individual marketing, in wh 
the marketing mix is tailored on an individual consumer basis. While in the d 

impractical, individual marketing is becoming more viable thanks to advance* 
technology. 


I 6.11 POSITIONING ^ 

Positioning follows on logically from the segmentation and targeting stages. 
Customer perceptions are central to the product position especially in relation to 
the competition's offering. The product or service has to satisfy key customer 
requirements and this has to be clearly communicated to customers. 

Positioning is the last stage in the Segmentation Targeting Positioning Cycle. 
Once the organization decides on its target market, it strives hard to create an 
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image of its product in the minds of the consumers. The marketers create 
impression of the product in the minds of consumers through positioning ** ^ rs * 


^important Point: "The process of creating an image of a product in the minds 
consumers is called as positioning. Positioning helps to create first impression of brands 
minds of target audience". 


°flhe 
* the 


In simpler words positioning helps in creating a perception of a produ 
service amongst the consumers. Example: The brand "Bisleri" stands for pm -° r 
and the brand "Ceat Tyre" stands for better grip. r, ty 


As the companies increase the number of claims for their brand, they 
disbelief and a loss of clear positioning. In general, a company must avoid 
major positioning errors. 


risk 

fou r 


1. Under positioning: Some companies discover that buyers have only a va 
idea of the brand. The brand is seen as just another entry in a crowd w 
marketplace. ed 


2 . Over- positioning: Buyers may have too narrow image of the brand. 

3. Confused Positioning: Buyers might have a confused image of the brand 

resulting from the company's making too many claims or changing the brand' 
positioning too frequently. S 

4. Doubtful Positioning: Buyers may find it hard to believe the brand claims in 
view of the product's features, price or manufacturer. 

6.11.11 Steps to Product Positioning 

Marketers with the positioning process try to create a unique identity of a product 

amongst the customers. 

1. Know your target audience well: It is important to identify the target audience 
and then understand their needs and preferences. The products must fulfill 
the demands of the individuals. Every individual has different interests, needs 
and preferences. No two individuals can think on the same lines. 

2. Identify the product features: The marketers themselves must be well aware 
of the features and benefits of the products. A marketer selling Samsung 

phones should himself also use a Samsung handset for the customers to believe 
him. 

3. Unique selling Propositions: The marketers must themselves know what 

best their product can do. Every product should have Unique Selling 
Propositions at least some features which are unique. Find out how the 
products can be useful to the end-users? For Example why do people use 
"Anti Dandruff Shampoo?" V F 

Anti Dandruff Shampoos are meant to get rid of dandruff. This is how the 
product is positioned in the minds of the individuals. Unique Selling 
Propositions USP of a Nokia Handset - Better battery backup. 

4. Know your competitors: A marketer must be aware of the competitor's 
offerings. Let the individuals know how your product is better than the 
competitors? Let the target audience know how your product is better than 
others. 

5. Never compromise on quality: Do not drastically reduce the price of your 
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products. A Rado watch would Icko u , ffif 

| 6.12 ADVERTISING 

Advertising is non-personal as it is not director! > 

the sponsor t.c ., themanufacturer or producer^ “dividual. Secondlv 

is *■** ,n “ a< lvertisement and he“ his na ™ «uS2 

the P rocess . Th d ^' the producer can also promra* 31 * 3,1 the cost involved in 
design, packing and pricing, etc. of any product ortr^cf 3 r «g 

•Advertising is any form of paid non-personal ^ . 

purpose of inducting people to buy". P station of ideas, goods or services for the 

“Advertising is a paid form of non-personal presentatinv ,• j According to Wheeler 

sponsor". J^as, goods or services by an identified 

“Advertising consists of all the activities involves in n Richard Buskirk 

or visual, openly sponsored message regarding disseZZEB *° fl ^-personal, oral 

paid for by an identified sponsor". ted throu gh one or more media and is 


6.12.11 The 5- M’s of Advertising 

In developing a program, marketing managers m„cf i 
the target market and the buyer's motives^hen . h * dwaysst f rt b y identifying 
decisions in developing an advertising pr0 g ram , kno™ “ t h e 5 - M s v™ m3i ° r 
Mission: what are the advertising objectives? 

Money: how much can be spent? 

Message: what message can be sent? 

Media: what media should be used? 

Measurement: how should the results is evaluated? The above mentioned 
can be explained by the Table 6.1 given below: mentioned 


The 5Ms of Advertising 

Checklist for planning of a marketing or advertising campaign. 
Table 6.1 Five M's of Advertising 


Mission 

What are the objectives? 

What is the key objective? 

Money 

How much is it worth to reach my objectives? 

How much can be spent? 

Message 

What message should be sent? 

Is the message clear and easily understood? 

Media 

What media vehicles are available? 

What media vehicles should be used? 

Measurement 

How should the results be measured? 

How should the results be evaluated and followed up? 
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6.12.21 Advertising Budgeting Methods 


There is several allocation methods used in developing an advertising b U(J 
The most common are listed below: &.*(, 

1. Percentage of sales method 

2. Objective and task method 

3. Competitive parity method 

4. Market share method 

5. Unit sales method 

6. All available Funds method 

7. Affordable method 

It is important to notice that most of these methods are often combined i n a 
number of ways, depending on the situation. Because of this, these methods should 
not be seen as rigid, but rather as building blocks that can be combined, modified 
or discarded as necessary. Remember, a business must be flexible-ready to chang' 
course, goals, and philosophy when the market and the consumer demand such a 
change. 


I 6.13 PUBLICITY 


Publicity is one component of promotion which is non-personal stimulation of 
demand for a product, service or business unit by placing commercially significant 
news about it in a published medium or obtaining favourable presentation of it 
upon radio, television, or stage that is not paid for by the sponsor. The crucial 
aspect of publicity is that it should emanate from a neutral and impartial source 
such as editorial material and is not paid for by the sponsor. To achieve the aim of 
credibility it should not raise any doubts regarding interested sponsorship. 
Publicity and public relations have a lot in common. In fact, publicity is one of the 
tools of public relations. 

The advantages of publicity are low cost, and credibility particularly if the 
publicity is aired in between news stories like on evening TV news casts. New 
technologies such as web-blogs, web cameras, web affiliates, and convergence 
(phone-camera posting of pictures and videos to websites) are changing the cost- 
structure. The disadvantages are lack of control over how your releases will be 
used, and frustration over the low percentage of releases that are taken up by the 
media. 


6.13.11 Difference Between Advertisement And Publicity 


The difference between advertisement and publicity is as following: 


S. no. 

Advertisement 

Publicity j 

1 . 

Advertising is the process of letting 
the public knows of the new 
product or service or of any 
alterations to the existing one with 
the main aim of offering it for sale 

Publicity is informing the world 
about news events or ground 
breaking developments in the 
company through radio, television, 
magazines, pamphlets, or 
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in profit. Advertising can be 
done through all sorts of media. 


—i 

industry*rclatcd , m^ nCWS 0r 

a paid advorK mc ^ ,a and is not 

The advertisement is paid form of Wh hSement - 

communication. paid form 

In advertisement, company ^unication. 

' purchases some space in pubUcit y is free of cost and it is 

Newspaper, Magazines to aware ‘1Personal communication of 

the customer about his latest an • "J! ab ° n that is not paid for bv 

launched product. “^dividual or organization. 

4 Advertisement is issued by an vvh 

identified sponsor. identifier PUbUdty s P onsor is not 

5 Advertising is controllable by the Whilo u,- • 

organization/sponsor. k e P ubbcit y is not controUable 

8 because it comes from an unbiased 

source. 

6. Most of the times in advertising Whii 0 i«~ ur . 

social responsibility are ignored. ei vpn nn P ubbat y special focus is 

given on social responsibility 

7. in advertising, the advertisers get Pnhu^,- v • , 

to fully exercise their creativity f or anv ^ 1S ^ m J ted t0 bow y° u look 

f* they create new materials and can give foe ^cuT* 1011 ** Y ° U 
ad campaigns. 

8. [Advertisements are aired to create Publicity may create positive or 
positive image among customers. negative image. posItIveor 

9. Since you pay for the space, you Whereas in publicity, any coverage 
can run your ads over and over for usually runs only once, and fZ Io 
as long as your budget allows. An not know when and where the 

ad generally has a longer shelf life coverage will appear 
than one press release. Sponsor has vv 

full awareness about the timing and 
location of ad appearance. 

6.13.21 Publicity Techniques 

The following sections list numerous means by which you can publicize events. 

1. Posters: The essential purpose of a poster is the rapid telling of a single simple 
message using a limited number of elements. Posters are viewed more rapidly 
^another methods of advertisement. Their message must be strong simple, 

2. Invitations: A personal touch can be added to your publicity by distributing 
invitations for your program. These can be placed in mailboxes or handed 
out or slipped under room doors. 


identified. ' sponsor is not 

WMe publicity is not controllable 
because it comes from an unbiased 
source. 

While in publicity special focus is 
given on social responsibility. 

Publicity is limited to how you look 
tor any new information that you 
can give the media. 

Publicity may create positive or 
negative image. 

Whereas in publicity, any coverage 
usually runs only once, and firm do 
not know when and where the 
coverage will appear. 
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Calendars: A large calendar of activities located on your bulletin h 
distributed individually is a particularly effective technique. Studo^ °f 
have at least one consistently identifiable source for information and a *r S ' V 'H 
The smaller calendars of activities can be copied and put into mailb o IVl * l0s - 
slide under doors. x ° s or 

Balloons: We can write a message on the balloon or put the messa 
piece paper inside the balloon. Balloons can be tied with string to doorT ° n 9 
handed out at the entrance of the building or handed out in dining hall 
Tickets: We can purchase printed tickets or make your own. Free ticket ln ° S ' 
Invitations, can be placed in mailboxes, handed out, or slipped under d ^ 
A variation of the ticket concept is to distribute coupons. The coupon °° rS- 
entitle the person to a prize or free refreshment item. Coupons can be ind 1 '^ 
on flyers or on printed schedules and this may prevent your advertise^ 
from falling victim to the trash can. er| t 

Banners: A large extension of the poster, these can be hung outside the hall 
in the mailroom or in a lobby. A bed sheet or old shower curtain will mak ° f 
good size banner. e a 

Word of Mouth: And of course, there is the time-honored word-of-mouih 
technique. This is perhaps the oldest, yet most effective way to get the wo h 
out. Its effectiveness should not be underestimated. Go door to door and 
personally inform people of the activity; and remind them frequently, so that 
they do not forget. 


I 6.14 CRM (CUSTOMER RELATIONSHIP MANAGEMENT) ^ 

In IT terms, "CRM means an enterprise-wide integration of technologies working 
together such as Data warehouse, website, Intranet/extranet, phone support 
system, marketing, production, R etc. CRM has many similarities with Enterprise 
Resource Planning (ERP), where ERP can be considered back-office integration 
and CRM as front-office integration. A notable difference between ERP and CRM 
is that, ERP can be implemented without CRM. However, CRM usually requires 
access to the back-office data that often happen through ERP-type integration. 

Import ant Point: "CRM is a business strategy with outcomes that optimize profitability, 
revenue and customer satisfaction by organizing around customer segmentation, fostering customer 
satisfying behaviours and implementing customer centric processes. CRM technologies should 
enable greater customer insight, increases customer access, more effective interactions and 
integration's throughout all customer channel and back office enterprise functions". 

CRM principally revolves around marketing and begins with a deep analysis 
of consumer behaviour. It uses IT to gather data, which can be used to develop 
information required to create a more personal interaction with the customer. In 
long term, it produces a method of continuous analysis and refinement in order 
to enhance customers lifetime value (CLV) with firm. Well et. al. (1999) noted, 
"Both (marketing & IT) need to work together with a high level of co-ordination 
to produce a seamless process of interaction". However, in order to work effectively 
with marketing, IT managers need an understanding of the fundamental marketing 
motivation driving the CRM trend. 
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^14.1 ■ Typ6S 

pG ,nl> r 's attitude toward the company and willincrn ® P ro 8 ram that best fits a 

^ rvices . There are 4-types of CRM: ® GSS ° purchase its products 

^ win-Back or Save: This is the process of rnmri„„; 

1 th( > organization at the point they are discontinue* CUStomer t0 sta y with 
to rejoin once they have left aiSCOntlnuin 8 *™ce or convincing 

Of the four categories of campaigns, win-back is the most sensitive Research 
indicates thrtwm-back campaign is 4-times more likely to succeed if“ mart 

is ™ ade W, * h, "| he , f,rS ' W “ k fol ! owi "g a defection than if if is mademthe 
fourth week. Selectivity is the other essential characteristics of a successful 

win-back campaign. a successful 

l prospecting: Prospecting is the effort to win new, first time customers. Apart 
from the offer itself; the three most critical elements of a prospecting camprtgn 
are segmentation, selectivity and source. It is essential to develop an effective 
needs based segmentation model that allows the organization to effectively 
target the offer Without this focused approach, the organization either fails 
to achieve an adequate acceptance or rate an the offer or spends too much on 
promotions, advertising and concessionary pricing. It is advisable to achieve 
a 95% confidence rate before embarking on a prospecting effort. 

Selectivity is as important to prospecting as it is to win-back. Needs-based 
segmentation defines what the customer wants from the organization and 
the profit based segmentation, define how valuable the customer is and helps 
the organization to decide how much it is willing to spend to get that customer. 
Pre-scoring a customer credit rating is one of the techniques that organization 
can use to determine the later. 

3. Loyalty: Loyalty is the category in which it is most difficult to gain accurate 
measures. The organization is trying to prevent customers from leaving and 
uses three essential elements as shown in Fig. 6.5. 

=> Value-Based segmentation; 

=> Need-Based segmentation 
=> Predictive Churn Models. 


Value-Based segmentation-It allows the organization to determine how much 
it is willing to invest in retaining a customer's loyalty. 

Needs-Based segmentation-Once the customer has passed the value based 
segmentation, the organization can use needs-based segmentation to offer a 
customized loyalty program. 

Predictive Chum Models-Using the vast amount of demographic data and 
usage rate available for the existing base of customers which helps in 
forecasting customer attrition. Through the use of advanced data-mining tools, 
organization can develop models that identify vulnerable and potential 
customer's which can be targeted for the loyalty campaign or offered 
alternative products. 
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4. Cross-Sell/Up-sell: The purpose is to identifying complementary offering jl 
a customer would like. For example: a basic long distance customer coulcj ^ 
a candidate to buy Internet access. 

Customer's need-based segment, usage pattern and reaction to prevj 0ll 
contacts/interactions determine the nature of the offer. Once the coinposj^ 
of the offer is determined and the contact medium is agreed to, presents th a j 
offer to the customer. 


Up selling is similar, but instead of offering a complementaiy product, th e 
organization offers an enhanced one. 

For example: Replacing an analog data line with ISDN. 

Cross sell/Up-sell campaigns are important because the customer target^ 
already have a relationship with the organization. They aie less likely to see 
the offer as a commodity and are thus more willing to pay a premium for j( 
In financial terms, when customer accepts a cross-sell oi up-sell offer, that 
customer begins to become much more profitable. 


6.14.21 Implementing CRM with Critical Success Factors 

Critical success factors (CSFs) have been used significantly to present or identify 
a few key factors that organizations should focus on to be successful. As a 
definition, critical success factors refer to "the limited number of areas in which 
satisfactory results will ensure successful competitive performance for the 
individual, department, reorganization" as shown in Fig. 6.5 Identifying CSFs is 
important as it allows firms to focus their efforts on building their capabilities to 
meet the CSFs, or even allow firms to decide if they have the capability to build 
the requirements 


Fig. 6.5 Critical Success Factors (CSF) 

Critical success factors are the areas of your business or project that are 
absolutely essential to its success. By identifying and communicating these CSFs, 
you can help ensure your business or project is well-focused and avoids wasting 
effort and resources on less important areas. By making CSFs explicit, and 
communicating them with everyone involved, you can help keep the business 
and project on track towards common aims and goals. "Identifying your CSFs is 
a very iterative process. Your mission, strategic goals and CSFs are intrinsically 
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,, n d each Will be refined as you develop them. Here are the summary steps 
li^ cd itereh^'y- *" hel P you ldentify the CSF = for your business or project: 
one: Establish your businesses or project's mission and strategic goals. 

$ e „ Two: For each strategic goal, ask yourself "what area of business or project 
S vis essential to achieve this goal?" The answers to the question are your 

^dateCSFs- 

cren Three: Evaluate the list of candidate CSFs to find the absolute essential 
n ts for achieving success - these are your Critical Success Factors. As you 
e leine evaluate candidate CSFs, you may uncover some new strategic 
i^ cl1 ‘ s or more detailed objectives. So you may need to define your mission, 
°? e ctives and CSFs iteratively. 

^ Step Four: Identify how you will monitor and measure each of the CSFs.' 

Step Five: Communicate your CSFs along with the other important elements 
of y o U r business or project's strategy. 

| 6.15 MARKET RESEARCH 

Marketing Research has two words, viz., "Marketing" and "Research". 

(i) Marketing means buying and selling activities with consumer satisfaction. 

.. Research means a systematic and complete study of a problem. It is done by 
11 ex perts. It uses scientific methods. Thus, we can say. Marketing Research is a 
systematic method of collecting, recording and analyzing of data which is 
used to solve marketing problems. 

Marketing Research (MR) may be defined as systematic collection and analysis • 
of data relating to the marketing of goods and services. Different scholars have 
defined it in different ways. 

^Important Point: "Systematic problem analysis, model building and fact finding for the 
purpose of important, decision making and control in the marketing of goods and services ". 

"Marketing Research is the function that links the consumer, customer and public to the marketer 
through information used to identify and define marketing opportunities and problems, generate, 
refine and evaluate marketing actions; monitor marketing performance; and improve understanding 
of marketing as a process ." American Marketing Association 

6.15.11 Market Research vs Marketing Research 


Market Research: Researching is the immediate competitive environment of 
the market place, including customers, competitors, suppliers, distributors and 
retailers. 

Marketing Research: Includes the entire above plus: 

• Companies and their strategies for products and markets, 

• The wider environment within which the firm operates ( e.g. political, 
social, etc). 


6.15.21 The Marketing Research Process 

For marketing research to be systematic, it has to follow a number of steps. This 
following Fig. 6.6 showed the different step of marketing research. 
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1. Defining the Problem: 

I ^Important Point: " A problem well defined Is a problem half-solved " - John ft 


eioey 


First Ihe purpose of Ihe research needs to be established. This can be don 
specifying what marketing decisions need to be made and what market-^ 
problems are to be addressed, using information from the marketing rcs C a ^ 
project. rc h 


Z Research Objective: Next the research objectives have to be establish h 
exactly which questions are to be answered by the research? Resear u 
objectives may be state in qualitative or quantitative terms and expressed 
research question statements or hypothesis. For example, the research object^ 
'To find out the extent to which the sales promotion programs affected sales’^ 
is a research objective expressed as a statement. 



Fig. 6.6 Steps for Marketing Research Process 

3. Planning the Research Design: Once the research problem has been defined 
and the objectives decided, the research design must be developed. A research 
design is a plan specifying the procedure for collecting and analyzing the 
needed information. It represents framework for the research plan of action. 

4. Planning the Sample: Although the sample plan is included in the research 
design. The actual sampling is a separate and important stage in the research 
process. Sampling involves procedures that use a small number of items or 
parts of the population to make conclusion regarding the whole population. 

5. Data Collection: The researcher will need to ensure that the study will be 
relevant to the problem and will use economical procedures. The data 
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variety of tools - 50016 methods of data collection are as following- USm8 
focus Groups: This is excellent approach to gather in-depth attitudes 
( ° beliefs, and anecdotal data from a large group of patrons at onehme 
Group dynamics might generate more ideas than individual interviews' 
They can be effectively used to focus on details regarding issues found 
through surveys or other data collection methods. Participants are not 
required to read or write. Technique relies on oral communication. 

(ii) Interviews: It is good approach to gather in-depth attitudes, beliefs, 
and anecdotal data from individual patrons. Personal contact with 
participants might elicit richer and more detailed responses. It provides 
an excellent opportunity to probe and explore questions. It participants 
do not need to be able to read and write to respond. 

(iii) Observation: It is excellent approach to discover behaviours. It provides 
indicators of the impact of programs that might be more reliable than 
data gained by asking people. 

(iv) Surveys: Best for gathering brief written responses on attitudes, beliefs 
regarding library programs. They can include both close-ended and 
open-ended questions. They can be administered in written form or 
online. Personal contact with the participants is not required. Staff and 
facilities requirements are minimal, since one employee can easily 
manage the distribution and collection of surveys, and issues such as 
privacy, quiet areas, etc. are typically not concerns. 

Data Processing and Analysis: Once the data has been collected, it needs to 
be processed and analyzed. The processing involves converting the raw data, 
by 'coding', into a form which can be analyzed. Coding is a process whereby 
categories for responses are established, so that numbers can be used to 
represent the categories. The final stages involve the analysis of data and the 
presentation of the results to management. The analysis needs to be undertaken 
so as to answer the questions originally posed. 

Formulating Conclusion: The next stage in the research process is that of 
interpreting the information and drawing conclusions for use in managerial 
decisions. 

Preparing and Presenting the Report: This is the final stage of research 
process. Often the management is not interested in details of research design 
and statistical analysis but in the concrete findings of the research. Researchers, 
therefore, must make the presentation technically accurate, understandable 
and useful. Frequently, the researchers are required to make both an oral and 
a written presentation. 


Review Quesiions 


1. What is marketing? Explain the meaning and importance of marketing. 

Bring out the difference between macro environment and micro environment. 

3. Discuss the importance of political and legal environment study with examples. 

4- Differentiate between need, want and demand. (R.G.P.V.. Dec. 2009) 

What a demand-supply forces and their effect on cost? (R.G.P.V.. June2010) 
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What is the importance of relationship in marketing? fft.G.R y ^ ^ 

Explain four I v s of marketing-product, price, placement and promotion. (R. G p v 

What is difference between marketing and selling? 

What do you meant by consumer behaviour? Explain the characteristics of consumer b^.f, 
Define market targeting and targeting strategies. 

What is advertising? Explain the 5- M's of advertising. 

Explain the advertising budgeting methods. 

What is publicity? Explain the difference between advertisement and publicity. 

What is CRM? Explain different types of CRM. (R.G.P.V., June. 2010. D fc 2 

What is Meaning and concepts of positioning? 

Explain the different steps to product positioning. 

What is market research? Explain the marketing research process. 
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I 7.1 INTRODUCTION * 

Finance is the blood of the business. Without 
finance neither any business can be started nor 
successfully run. Finance is needed to promote 
or establish any business, acquire fixed assets, 
make necessary, investigations, develop 
product keep man and machines at work, 
encourage management to make progress and 
create values. 

Financial management in the firm is 
characterized in many different cases by the 
need to face up to a somewhat different set of 
problems and opportunities than those 
confronted by a large corporation. One 
immediate and obvious difference is that a 
majority of smaller firms do not normally have 
the opportunity to publicly sale of stocks or 
bonds in order to raise funds. The owner of a 
firm must reply primarily on trade credit, bank 
financing, lease financing, and personal equity 
to finance the business. One therefore faces a 


introduction 

Meaning and Definition 
Features of Finance Management 
Nature and Scope 
Forms of Business Ownerships 

Balance Sheet 
profit and Loss Account 
(P & L A/C) 

Working Capital Management 
Fund Flow and Cash Flow 
Statements 

Break Even Point (BEP) 

Financial Ratio Analysis 
Capital Budgeting 

payback Period 
=* Net Present Value (NPV) 

=* Internal Rate of Return 
(IRR) 

much more severely restricted set of financing alternatives than those faced by 
the financial vice president or treasurer of a large corporation. 

| 7.2 MEANING AND DEFINITION OF FINANCE MANAGEMENT* 

Financial management entails planning for the future for a person or a business 
enterprise to ensure a positive flow of cash. It includes the administration and 
maintenance of financial assets. Besides, financial management also covers the 
process of identifying and managing risk. 

^Important Point: "Financial management is concerned, with the efficient use of an important 
economic resource, namely, capital funds." -Solomon 

■ “Financial management is the operational activity of a business that is responsible for obtaining 

and effectively utilizing the funds necessary for efficient operation." -J. L. Massie 

■ “Financial management is an area of financial decisicnt making harmonizing individual motives 

. & enterprise goals." -Weston & Brigham 
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■ “Financial management is the application of the planning and control function \ 

f undion " 

m "Financial management is the area of business management devoted to the iuj • 
capital & careful selection of sources of capital in order to enable a spending unitto^ 0 
direction of reaching its goals." I* 0 * i h $ 

'•£ fi, 


I 7.3 FEATURES OF FINANCIAL MANAGEMENT 

On the basis of the above definitions, the following are the main charact 
the financial management are shown in Fig. 7.1 and discussed below- er ' st ' c $ 


1. 


of 


Analytical thinking: In this financial management financial p ro ui 
analyzed and considered. Study of trend of actual figures is made ° 3 
analysis is done. anc * r atjQ 

2. Continuous Process: In past financial management was required ra 
now the financial manager remains busv throughout the vp»r c v bi 


now the financial manager remains busy throughout the year. 

Co-ordination between processes: There is always a co-ordination h 
various processed of the business. ^ 


ui 


oen 


4. 


Centralized nature: Financial management is of a centralized nature 0 * 
activities can be decentralized but there is only one department for fj n . 
management. ^ 


Managerial 

Decisions 


Balance 
between Risk 
and 

Profitability 


Coordination 

between 

Process 


Feature of Finance 
Managment 


Continuous 


Centralized 

Process 

r \ 

Nature 

\ 

Analytical 

/ 


Thinking 

V./ 



Fig. 7.1 Features of Finance Management 

5. Managerial Decisions: All managerial decisions relating to finance are taken 
after considering the report prepared by the finance manager. The financial 
management is the base of concrete managerial decisions. 

6. Maintaining Balance between Risk and Profitability: The larger the risk in 
the business larger is the expectation of profits. Financial management 
maintain balance between the risk and profitability. 

I 7.4 NATURE AND SCOPE • 

The nature and scope of financial management has undergone changes over the 
years. Until the middle of this century, its scope was limited to the funds under 


“\ 
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j^ac.kmkst __ 

^ in «*"* lrf ,hC Cn,CrprlSC 5Uch “ Promotion, o« Pan , ^ 

„ cx P an sion # merger. 


AS 

1 -d* 


^pension, merger, 

"S' atcht^vcmcnl and use of EsTy an^ r ^ ana »™«>l« mainly 

*£S« “ P m dC,a “ Under ' hC ** of ^ »°Sng 

rf* 1 * Determination of size of the enterprise and doin nagcmcnt: 

growth. ^nation of rate of 

. petemuning * he composition °f assets of the enter 
patermining the n>ix of enterprise's finandne. i „ PnSe ' 
of debt to equity, etc. o' e > consideration of level 

, Analyze planning and control of financial affairs of tk 

th e modem times, the financial management includes b^'T? 
different kinds of decisions as well namely: s ^ ^ fands, 

threC (i) Investment. 

Pinandnc. 


the 




Fig. 7.2 Nature and Scope of Finance Management 

According to the above Figure 7.2, the finandal manager, in a bid to maximize 
shareholders' wealth, should strive to maximize returns in relation to the given 
risk; he should seek courses of actions that avoid unnecessary risks. To ensure 
maximum return, funds flowing in and out of the firm should be constantly 
monitored to assure that they are safeguarded and properly utilized. 

1 7.5 FORMS OF BUSINESS OWNERSHIP ■ 

business concern are established with the objective of making profits. They can 
established either by one person or by a group of persons in the private sector 
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7.5.11 Sole Proprietor 

The sole proprietorship is the oldest, simplest, and most common form of u 
entity. It is a business owned by a single individual. 'Sole' means <;• Usin °ss 
proprietorship' means ownership. It means only one person or an e an d 
becomes the owner of the business. Thus, the business organization in i .^ Ual 
single person owns, manages and controls all the activities of the business 1 ^ a 
as sole proprietorship form of business organization. The individual wh ktl0vvn 
and runs the sole proprietorship business is called a 'sole proprietor' or 'sol f 0Vvns 
A sole proprietor pools and organizes the resources in a systematic w ra< ^ er • 
controls the activities with the sole objective of earning profit. ^ 

Features of Sole Proprietorship: 







Fig. 7.3 Characteristics of Sole Proprietorship 


1. Single Ownership: A single individual always owns sole proprietorship form 
of business organization. That individual owns all assets and properties of 
the business. Consequently, he alone bears all the risk of the business. Thus, 
the business of the sole proprietor comes to an end at the will of the owner or 
upon his death. 

2. No separation of ownership from management: There is no separation of 
ownership and management. The entrepreneur himself manages the business 
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5. 


6 . 


Management 

and enjoy absolute control over the , 

Individual risk: The entire risk of th*» h k 

himself as he is the only owner of th». Dusiness is bom by the pn^ 
sole responsibility of the owner. This undhridn? A " the ^ “d gLn^Ihe 
vigilant and cautious for the business " Sk wi " the entrepreneur 

No profit sharing: The entrepreneur enin ,l 

form of business as there are no other ZL S *"? enlire Profit earned in this 
owner, he enjoys all the benefits. R to shar e the profit. Being the 

Legal status: In law, the sole trader and bi« k 

other words, all the assets and liabilities of ,h^ meSS " e consid ered as one. In 
and liabilities of the proprietor. It may be srid ( b“!T S 316 the P 6 ™" 3 ! assets 
exist together. y said tha t the owner and the business 

7. Relationship with customers: The sole traH *,■ 

with his customers. The customers are Jn’ n*° keep 8°° d relationship 
proprietor and their orders are higher valued Y personal, y to the 

Advantages of a Sole Proprietorship: 

Perhaps the greatest advantage of this f™™ f u 
low cost. It is neither required to file with Hip° bus,ness is its simplicity and 
charter required. The sole proprietorshin form nfu vernment ' nor are any legal 

. The owner or proLetor is ht h “ ^ 3d ™‘ 3 8« 

decisions. ln ® com plete control of business 

proprietor's pocket Can be directed into the 

* 2Xcr* tax r n; ** - 

the business will not be taxed at the business llvel. ' Pr ° fitS fr ° m 
The business can be dissolved as easily and informally as it was begun 
These advantages account for the widespread adoption of the sole 
proprietorship in the India. Any person who wants to set up shop and 
begin dealrng with customers can get right to it, in most caL wtthout 
the intervention of government bureaucrats or lawyers. 

Disadvantages of the Sole Proprietorship: 

This legal form of organization, however, has following disadvantages: 

The amount of capital available to the business is limited to the owner's 
personal funds and whatever funds can be borrowed. This 
disadvantages limits the potential size of the business, no matter how 
attractive or popular its product or service. 

• Sole proprietors have unlimited liability for all debts and legal 
judgments incurred in the course of business. Thus, a product liability 
lawsuit by a customer will not be made against the business but rather 
against the owner. 
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The business may not be able to attract high-caliber employ^ v . 
goals include a share of business ownership. Sharing the benefit 
ownership, other than simple profit-sharing, would require a ch^ 


% 

oi 

ln 8e 


1 ch a 

in the legal form of the business. 

Some employee benefits, such as owner s life, disability, and rriedj 
insurance premiums/ may not be deductible, or may be only parti^ 
deductible from taxable income. ^ 


The entity has a limited life; it exists only as long as the owner i s a j iv 
Upon the owner's death, the assets of the business go to his or her estate' 


7.5.21 Corporations 

A corporation is a corporate body created by the special act of the parliament 
Such act defines the power, duties, privileges and pattern of management of th ese 
organizations. Such an organisation is a statutory body to serve the general public 
A public corporation is clothed with the power of the government, but possessed 
with flexibility and initiative of private enterprises. A public corporation enjoy 
complete autonomy in management. 

Features of corporation: 

The followings are some of the essential characteristics of public corporation: 

1. It is a corporate body created by the special act in the state or central legislature. 
The power and duties of these corporations are defined by this act. 

2. It enjoys the status of a legal entity and as such it can enter into contract in its 
own name. 

3. It is completely owned by the government and as such no private individuals 
are entitled to purchase shares of these organizations. 

4. A public corporation is managed by a board of directors. The members of the 
board are from all walks of industry and commerce. The chairperson of these 
corporations is appointed by the government. 

5. The entire capital is financed by the government. It was set up with a capital 
of its own and is entitled to borrow, use and re-use revenue from the sale of 
goods. 

6. A public corporation is primarily meant to render service and making profit 
is its secondary considerations. 

7. The employees of corporation are subject to service conditions laid down by 
the corporation. Civil service rules for the government do not apply to the 
employees of the corporation. 

7.5.31 Partnership 

Like corporations, partnerships are separate entities from the shareholders. To 
start a partnership, you will need an attorney to help you with the partnership 
agreement. 

In simple words, a partnership is an association of two or more individuals 
who agree to carry on business together for the purpose of earning and sharing of 
profits. However a formal definition is provided by the Partnership Act of 1932. 

► 
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features of Partnership: _ 

rs) Simple procedure of formation: The fnrr« 

5-*ts „ 

ijj) Capital: The capital of a partnershm • 

not necessary that all the partners .^£2S? ed by ,he P artn ^ but it is 
partners w, hou contributing any capM^^ 1 ^ Some may become 
have specif skills abilities or experience The happcns w hen such partners 
additional funds by borrowing from ban'ksmd^^P firm can <*» ™se 

(iii) Control: The control is exercised ininn . and ot hers. 

can be taken without consent of all tenwII 1eP u ners Noma j or decision 
there may partners known as sleeping or dor""*'. H ° Wever ' in 501116 Anns, 
an active part in the conduct of the business ‘ partners who do not take 

(iv ) Management: Every partner has a right to t,L .. , 

firm. But generally, the partnership deed ,„7 Part “ the ma ™gement of the 
one partner will look after the managementof n pr0 J lde ,hat one or more than 
the deed may provide for the division of me ^ ° f the firm - Sometimes 

partners depending upon their specialization 0 ™*” ^ am ° ng the different 
Duration of partnership: The duraH™ « 

may not be fixed by the partners Tn r a & partnershi P may be fixed or 

"pitnership for a fixed teS When V P T h^ 0 " iS fixed ' * is 6all6 d as 

comes to an end. 1Xe penod * s over ' the partnership 


(v) 


7.5.41 Companies 

A company is owned by shareholders who aonnintniro^ . . .. 

the business. The Chief Executive is the senior ^° ‘? ?u S ' Ve dlrection ‘° 
responsibility for making major decisions. Specialist managers will be appoimed 
1° run the company on behalf of the Board. A company is a legal body in te o™ 
right with an existence that is separate in law from its owners y 
Features of Companies: 

1. It is an artificial legal person created by law to achieve the objects for which it 
is formed. It has a nationality and domicile but cannot claim the fundamental 
rights expressly guaranteed to natural citizens and cannot do things that only 
a natural person can do. However, a company can challenge any law that 
violates the fundamental rights of citizens. 

2. It has a distinct legal entity entirely independent of the members constituting 
it. No member can, either individually or jointly, claim any ownership rights 
in the assets of the company during its existence. In case of a section 
25 company, this limitation is further extended and members do not receive 
any part of assets of the company even on its dissolution. 

3. A company has perpetual succession and is not affected (in a legal sense) by 
changes in membership or employees, although such changes may affect its 

1 actual performance. 

4. It also has the tremendous advantage of limited liability, which means that 
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members and executives are not personally liable to settle compa 
unless they give their consent in writing for specific transactions 




'«s. 


5. 


Ownership and management are kept separate in a legal sense alth 
actual practice the two may be same. ° u 8h j n 


6. Membership (ownership) rights are transferable. In case of a private c 
certain restrictions are placed on this right to transfer membership 

7. A section 25 company cannot distribute profits or assets to its member 


7.5.51 Trusts 


These are usually formed upon the death of an individual and are desie 
provide continuity of the investments and business activities of the to 
individual. There are two statutes relevant to functioning of trusts in Ind^r^ 
Indian Trusts Act, 1882 and The Charitable and Religious Trusts Act, i92o' a 
Characteristics of a trust: 


1. The obligation (created for forming the trust) must relate exclusivel 

property, the ownership of which vests with the trustees. An obligation ^ ^ 
so related, cannot be a trust. Moreover, unlike English law, the Indian 
does not recognize duplicate ownership. avv 

2. The obligation must arise out of confidence that is reposed in the trust 
Such confidence, in turn, must be accepted for the benefit of the beneficiaries 

3. A trust must be created for a lawful purpose. 

4. The author of the trust must indicate with reasonable certainty the following- 

• Intention to create trust. 8 

• Purpose of the trust. 

• Beneficiaries of the trust, and 

• The trust property. 

7.5.61 Elements Effects Selecting the Form of Organization 

There are various environmental factors which can impact the selection of the 
form of organization. These environmental factors can be categorized into external 
and internal environment of the businesses. The internal environment of the 
company includes the factors which are within the company and under the control 
of company like: product organizational culture, leadership, and manufacturing 
(quality). On the other hand, the external factors are not under the control of the 
company and include: social environment, political conditions, suppliers, 
competitors of the company, government regulations and policies, accounting 
agencies like accounting standard board. Some major factor is as following: 

1. Political factors: These refer to government policy such as the degree of 
intervention in the economy. What goods and services does a government 
want to provide? To what extent does it believe in subsidizing firms? What 
are its priorities in terms of business support? Political decisions can impact 
on many vital areas for business such as the education of the workforce, the 
health of the nation and the quality of the infrastructure of the economy such 
as the road and rail system. 
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economic 


1 " “4 * gSB . 

„ Economic factors: These include in* 

Z jtfowtlv inflation and exchan Rc ri^ 0 ? 1 ral °s, taxui 

• Higher interest rates mav di«; ' For c *mrip| c: ‘ ° n chon ges, 

to borrow y sc °ura 8 e investment 

• A strong currency may m , causo H costs more 

raise the price in terms of for • CX P ortin 6 more rp*r 

wage demands from employ^" Inn.-,(t n ™''|’ ccausc « may 

• Higher national income growth draisc costs. ‘ y provok c higher 

3 Social factors: Changes in social trenrk^ b °° St dcmand for a firm' 

products and the availability an h m, S can irn Pact on thn a m S produ cts. 

India, for example, the popu|' at £ W ,' 1 * ln S n oss of Individ^ 8 ™ 1 fora fi ™'s 
a Uo has impact on demand Fo been a 8 cin g- The a L P ° "' ork ' ln the 
accommodation and medicines ha, ° r exam Ple, demand i' S P°P ulat i°n 

falling. Cmes have mcreased whereTsTmlnd 

4 Technological factors: New technnl • ” t0yS ls 

processes. MP3 players, computere am ^f eS , Create n <-‘w products , a 

TVs are all new markets created hw * ' onllne gamblinJand hiok T? new 
bar coding and computer aided deslgn"^^ advanc «-O^neshorom" 
doing business as a result of better f« § i , ^ improvements in m PP 8/ 
improve quality and tead 

consumers as well as the organizations proves prodTctf * bene «‘ 

| 7.6 BALANCE SHEET 

A balance sheet must balance the assets liah l r 

on ‘?.p - d H-^abim£\r ~ s ^ uiiy 


commonly, the assets are on top and the 1 Lhi mi ai \ d 0wner ' s e T ui ‘y- lv 

bottom. A balance sheet, also called the statemen off 30 owner's equity on 

of: ent of fmanaa l position that consi: 

• Assets 

• Liabilities 

• Owners Equity 

As of a specific date it gives an idea of what the company is worth. 

: ^Importait Point: A financial statement that summarize, a company's assets liaWm 
and shareholders’ equity at a specific point in time. 

The balance sheet of a business possesses the following characteristics- 

nr 'R bei " 8 astalemen ‘ ha * no 'debit' or 'credit' sides that is why' 

at the endtf P re , flxed to the name of accounts. Balance sheet is prepa 

at the end of an accounting period-it is for a particular day, so it discloses 

financial position on a particular day and not for a particula/period for exam 
Balance Sheet of XYZ Ltd., as on March 31, 2013. 

Balance sheet discloses how much business owes to others and how m 
tfters owe to business. The total of Assets and Liabilities sides are always eq 
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7.6.11 Elements of balance sheet 

1. Assets (in): Assets are all those things a company owns which are of v 
the business. Assets can be tangible like e.g. f a manufacturing plant, corn ° *° 
fixed deposits or cash in the bank. Tangible assets like cash or goods / >U,Crs ' 
that can easily (/>., within an accounting year) be converted into c Sa, ° 
called current assets while other assets like properties and equipm h ar ° 
called fixed assets. Assets can also be intangible like e.g., copyrights and ° ar ° 


Z Liabilities (out): Liabilities are all those things for which the 
eventually needs to pay. There are two types of liabilities: 


C01 *pan v 


Current Liabilities need to be paid within one accounting year. Examol 
Outstanding rent, goods bought on credit. are: 

Long term liabilities are those liabilities which will not be paid durin 
current accounting year. Examples are: Long term debts, bank loans. ^ 

3. Owner's Equity (?): Owner's equity is by definition the difference betvv 
the assets of a company and its liabilities. een 

Owner's Equity = Assets - Liabilities 

Owner's Equity is divided into two parts: 

(1) Contributed Capital. This is the money that the owners invested in the 
company. 

(2) Retained Earnings. Those earnings which were not distributed to the 
owners as dividends. These can accumulate to a large sum over the 
years. 

A simple example of balance sheet shown in Fig. 7.4. 


Balance Sheet as on March 31,2012 




Assets 

' 


Cash and Equivalents 

10000 


Accounts Receivable 

1200 


Inventory 

8300 


Total Current Assets 

19500 


Plant and Equipment 

800 


Accumulated Depreciation 

500 


Net Fixed assets 

300 


Total Assets __— 

•19800 


Liabilities^octOwners^quity 

Same 

’"’"Accounts Payble 

7600 


Other Current Liabilities 

900 


Total^Jtwcgnt Liabilities 

8500 « 

IIS a DalaflCO 

Long TehrkPebt 

1200 

Wf/C’&f 

Total Liabilities 

9700 < 


Common Stock \ 

6000 


Retained Earnings 

4100 


Total Shareholder’s Equity 

10100 < 


Total Liabilities and owner’s Equity 

19800 < 


i — 


<— 

<- 


<- 


<- 


Fig. 7.4 A simple Balance Sheet 
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efl0 FlT AND LOSS ACCOUNT — 

•* *° u f h * «* '"'and Revenue^to SuTZ?“‘ 
'’^<nd ^ " Sh0WS thc trac *’ng performance of the ES 


r * ^ vhh 

»lgS».»r * - ; ■ I 

/* ^ point: A P^> «* *m ««* *> • «■»? o/tem«s tomtit fora 
^ 12 monte. By **«*.»* total expenditure from total income, itshoL m 




Jin* • 


se of the profit and loss account is to: 

^hoW whether a business has made a PROFIT or LOSS over a financial year 
"t how the profit or loss arose - e.g„ categorizing costs between "cost of 

tX-% d "operating costs . 

s** “fit and loss account starts with the Trading Account and then takes into 
t all the other expenses associated with the business. 

^Trading Account: That part of the profit and loss account where the cost of 
(i) nods sold is compared with the money raised by their sale to arrive at the 

Lss profit This giVGS 3 View ° f the business in terms of sales and viability of 
Profit. Trading account for XYZ place for the year ended March 31, 2012 is 
shown in Table 7.1. 


Table 7.1 Trading Account for XYZ place 


Category 

Rs. 

Rs. 

Sales / 

- 

12,00,000 i 

Opening Stock 

150,000 


Purchases 

400,000 


less Closing Stock 

220,000 


Cost of Sales 

330,000 

1330.0001 

Other Costs 


(70,0001 

Gross Profit 


800.000 


Note that the closing stock figure would appear in the balance sheet under 
Stock. The trading account now has all the other expenses now deducted. It would 
look like the Table 7.2 below: 


Table 7.2 Profit and loss account for XYZ place for the year ended 

March 31,2012 




Rs. 

Examples 

Turnover 

(sales) 

revenue 

12,00,000 

The amount of money 
generated by sales. 

e.g. 400 cars at 3,000 each 

c °st of Sales 

400 

The cost of making the 
goods or buying them. 

Raw materials. 

Cost of labour working 
directly on each product. 


\ 
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-_ , f Hl ; 

Cost of running n^T ^ -3 

machinos/equipmem ] 

Gross profit 

800 

Turnover minus cost of sales. 

Cost of prcmisoTcT^\ 1 

Overheads 
or expenses 

• 

320 

Costs not directly involved 

in the production process 
(indirect costs) 

insurance, rcpairT^^C^ 
Office costs c.g., station^, 

postage, computer 1 

maintenance, staff sal arios 
and wages sales and S ! 
marketing costs c.j., sa | a „. 
salesmen, advertising 01 

Finance costs e.g. bank 
charges, interest on bank 
loans 

Operating 

profit 

480 

Gross Profit minus overheads 

Also know as NET PROFTT 


Interest and 

200 

The money that is due to be paid in interest on loans and to the 

taxation payable 


Inland Revenue as tax 

Ii 

Net profit after 

280 

The money available to be distributed to shareholders j 

tax and interest 




Dividends 

170 

Money paid to shareholders as a reward for holding shares 

Retained profit 

90 

The money left for the business to reinvest 


The business has to pay tax at the rate determined by the government and 

interest at the rates determined by the lenders. 

(ii) Manufacturing Account: Many business entities engage in manufacturing 
activities and this involves the purchasing of raw materials and incurring 
labour and other cost in converting the raw materials into finished goods. For 
this purpose a manufacturing account is prepared in order to ascertain the 
cost of producing the goods. This account is also normally prepared at the 
end of the accounting period. Both direct and indirect expenses associated 
with the manufacturing process debited to the manufacturing account. The 
balance of this account representing cost of the goods produced is then 
transferred to the trading account. The order of presentation of the final 
accounts is as under: 


(a) Manufacturing account 

(b) Trading account 

(c) Profit and loss account 

(d) Profit and loss appropriation account 
Balance sheet. 


Direct Materials 

Opening Stock: 

Raw Materials 

X 

G 

Closing Stock: 

Raw Materials 
Work-in-Progress 

X 

X 

X 

Work-in-Progress 

X 

X 

Cost of the goods 
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y^rk-in-Progress 



transferred to Trading 


paw Materials 

X 


Account 

Y 

Carriage inward 


X 


/\ 

pireact Labour 





Factory wages 


X 



pirect Expense 





Factory rent 

X 




Fuel power, gas, etc. 

X 




Factory Insurance 

X 




Depreciation on 





Factory Building 





etc. 

X 1 

XX 



Manufacturing over-heads 


XX 





XX 


XX 


(iii) Yearly Profit and Loss: By law, if your business is a limited company or a 
partnership whose members are limited companies, you must produce a profit 
and loss account for each financial year. Self employed sole traders and most 
partnerships do not need to create a formal profit and loss account-the 
information they complete on the self assessment tax return form amounts to 
the same thing. 

However, there are key benefits to producing formal accounts. If you are 
looking to grow your business, or need a loan or mortgage, for example, most 
institutions will ask to see last consecutive three years accounts. 

(iv) Keeping accurate records: By law business must keep accurate records of 
income and expenditure. Keep self-employment records for five years and 
limited company/partnership records for six years after the latest date your 
tax return is due accurate record keeping has following important benefits: 

• It gives information to manage your business and make it grow. 

• Enables reporting on profit/loss easily and quickly when required. 

• It will improve your chances of getting a loan or mortgage. 

• It makes filling in your tax return easier and quicker. 

• It helps you or your company avoid paying too much tax. 

• This provides back-up for claims for certain allowances. 

• This helps you plan and budget for tax payments. 

• It prevents interest or penalties for late tax payments. 

• It helps reduce accountant fees - your annual accounts will be far easier 
to produce. 


I 7.8 WORKING CAPITAL 


The capital which is required to finance current assets is called working capital. 
That is in operating daily or day-to-day business of the firm effectively, some 
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resources are needed and the capital which arc needed to finance, th • 

are called working capital. ' ° SOr e$oi J| ^ 

^.Important Point: "Working capital may be defined as all the short term as- 
daily operation". ». fe4sc <t/ h 

Short term assets of a firm means cash money, short-term securities * 
bill receivable, note receivable, debtors, etc. In operating daily business f/J*\° nt ory 
are also needed in addition to current assets. c< ^ as set s 

Working capital is a measure of both a company's efficiency and it 
term financial health. The working capital is calculated as the difference h S * 1 ° r ^ ■ 
current assets and current liabilities. etvv °er ■ 

Working Capital = Current Assets - Current Liabilities 
Current assets include: 

• Stock of raw material. 


• Stock of work-in-progress. 

• Stock of finished goods. 

• Sundry debtors and bills receivables. 

• Prepaid expenses. 

• Accrued incomes. 

• Cash in bank. 

Current liabilities include: 

• Creditors for materials. 

• Creditors for wages and other expenses. 

• Bills payable. 

• Bank overdraft. 

7.8.11 Under Capitalization 

In general under-capitalization denotes the inadequacy of capital; i.e., the shortage 
of capital. It is a condition when the real value of the company based on its earnings 
is more than the book value. 

Under-capitalization refers to any situation where a business cannot acquire 
the funds they need. An under-capitalized business may be one that cannot afford 
current operational expenses due to a lack of capital, which can trigger bankruptcy, 
may be one that is over-exposed to risk, or may be one that is financially sound 
but does not have the funds required to expand to meet market demand. 

^Important Point: "A corporation may be under-capitalized when the rate of profits is 
making on the total capital is exceptionally high in relation to the return enjoyed by similarly 
situated companies in the same industry, or ivhen it has too little capital with which to conduct its 
business." -Charles W. Gerstenberg 

Under-capitalization is often a result of improper financial planning. However, 
a viable business may have difficulty raising sufficient capital during an economic 
downturn or in a country that imposes artificial constraints on capital investment. 
There are several different causes of undercapitalization including: 
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™..»di«8' owth ,vi ' h shorl -' Cm : “P llal - ralh " Ihan permanent capital 
P n . ^ secure an adequate bank loan at a critical time 

* F *!rnK t° obtain insurancc a 8 ainst predictable business risks 

* j^grse macro-economic conditions. 

* | overcapitalization 

r ' 8 ' „ ra | over-capitalization implies that the capital of the company exceeds its 
laments. A corporation (company) is overcapitalized when its earnings are 
idl uir UR h to yield a fair return on the amounts of stocks and bonds that have 
n ° f -esued or when the amour 1 of securities outstanding exceeds the current 

$'of the assets. 

- pQftant Point: "Whenever the rggregatc of the par value of stocks and bonds outstanding 
fji£ true value of its assets, the coi poration company is said to be over-capitalized." 
tl< * - Hoagland 

The main causes of over-capitalization are: 

# promotion of company with overvalued assets. 

Purchase of assets during boom period, i.e., at higher prices. 

High promotional expenses. 

Raising excessive capital, i.e., more capital than what it can profitably 
use. 

Borrowing money at high rates of interest. 

Over-estimation of earnings. 

High rate taxation. 

Liberal dividend policy, etc. 

| 7.9 FUND FLOW AND CASH FLOW STATEMENTS H 

Fund flow statements explains changes in funds or changes in working capital 
and also explains the working capital position of the company which gives an 
idea to the top management about the liquidity position of the company. 

Steps in preparation of funds flow statement: 

(i) Preparation of working capital statement that explains increase or 
decrease in working capital. 

(ii) Preparation of funds from operation statement in which we find out 
operating profit. 

(iii) Preparation of funds flow statement that shows various sources and 
application of fund as shown in Fig. 7.5. 

Cash flow statement (CFS) depicting change in cash possession from one 
period to another. It explains the reasons for inflows or outflows of cash. 

The steps in preparation of cash flow statement are: Statement of cash from 
operation in this we may find out the cash profit of the company. Preparation 
of cash flow statement in which we will explain various in flows and out flows 
of cash. Here we will take the opening cash balance of the company and add 
various inflows to it and deduct various outflows. Finally we will get the 
dosing cash balance of the company. 
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Flow in fund Not flow in funds 
Fig. 7.5 Flow of funds 

Uses of Cash Flow Statement: 

• Helps in efficient cash management 

• Helps in internal financial management 

• Discloses the movement of cash 

• Discloses success or failure of cash planning. 

Analyzing an Example of a CFS: Lets take a look at this CFS sample in 
following Table 7.3: 

Table 7.3 


Cash Flow Statement 

Company XYZ 
Fy Ended 31 Dec 2012 


Cash Flow Form Operations 



Net Earnings 


2,000,000 

i Additions to Cash 



Depreciation 


10,000 

Decrease in Accounts Receivable 


15,000 

Increase in Accounts Payable 


15,000 

Increase in Taxes Payable 


2,000 

Subtractions From Cash 



Increase in Inventory 


(30,000) 

Net Cash From Ooerations 


2.012.000 

Cash Flow From Investing ' 


(500,000) 

Equipment 

Cash Flow Form Financing 



Notes Payable 


10,000 

Cash Flow for F.Y Ended 31 Dec 2012 


15^2*000 
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r- Ai5 CFS, wc can see that the cash flow for FY 2012 was is??non ru n 
F< e %siHve cash How statement from cash earned from operaifon^hteh 

SWi- *• *? “f"/*• ■*»u iJZ^SSS 

amount of cash ava.lable to the company should ease investors'Zds 
folding noteS P ayab e ' h ls plenhful to cover that future loan expense. 

^ 1 1 Dlffete nce between Fund Flow and Cash Flow Statement 

? ' 9 ' noople think that both cash and fund are same, however thev both are 
Mgi and so it is the case w.th cash flow statement and funds flow statement 
.liftc 1 1-tPi-wpen these two sf a f pm cm ho u_ i . a . 


IsSo- 

fund Flow Statement 

Cash Flow Statement 

1. 

"fund flow statement is 

Cash flow statement is based on 

based on broader concept 
i.e., working capital. j 

narrow concept i.e., Cash which is 

only one of the elements of working 
capital. 

2. 

Funds Flow Statement is 
concerned with all items 
constituting funds (Working 
Capital) for the business. 

Cash Flow Statement deals only 
with cash transactions. 

3. 

A transaction affecting working 
capital other than cash will 
affect Funds Flow Statement. 

A transaction affecting working 
capital other than cash will not affect 
the Cash Flow Statement 

4. 

In funds flow statement, net 
increase or decrease in 
working capital is recorded. 

In cash flow statement, individual 
item involving cash is taken into 
account. 

5. 

In funds flow statement 

In cash flow statement there is 


there is no classification. 

V . 

\ 

classification of cash flows as: 

• Cash flow from operating 

•w' 


activities, 

• Cash flow from investment 

: m 


activities and 



• Cash flow from financing j 

• U... . 


activities. ' 

7.9.21 Difference between Balance Sheet and Funds Flow Statement 


^dbali lppfil f g pUrp0Se of funds flow statement 

dJttaSSL t aldlou 8 h both are prepared with the same accounting data. A 
rence between these two may be briefed as under: 


Scanned by CamScanner 




















S.No. 


Balance Sheet 


Entrepreneurship and Management n 

- 1 __ 

Funds Flow Statement’"’'''^ 


Balance sheet is a statement Funds flow statement 

showing the financial position of changes in current assets and^°^ 

the concern on a particular date, liabilities during a particular Cl,r, *n 

The asset side portrays the of time. 

development of resources in 

various types of properties and 

liabilities side indicates the 

manner in which these resources 

are obtained. It shows all assets 

and liabilities whether current or 

fixed, tangible or intangible, etc. 


2. Balance sheet shows the total On the other hand, funds flow 

financial position on a particular statement is a comparative st 

date and in this way, it is of a of assets and liabilities and de • ^ 

historical nature and therefore, the changes in working capital ^ 
its utility is very limited for the during the period of two balan 
management. sheets. Ce 

3. Balance sheet represents the Funds flow statement is an anal • 

balance of various assets and and control device for the ^ S ' S 
liabilities and does not present management. Management can 

analysis of any kind. ensure the long term and short term 

solvency of the firm by studying the 
internal funds flow cycles. It is a 
modem technique of knowing the 
inflows and outflows of funds during 
_ a particular period. 6 

I 7.10 BREAK EVEN POINT (B.E.P) h 

The break-even point is the volume of sales you need to cover your costs and no 
profit and no loss is made. It is a zero profit point. The break-even point can be a 
very useful management tool because it enables a manager to determine: 

• The profitability of the present product line. 

• How far sales can decline before losses are incurred? 

• How many units have to be sold before it becomes profitable? 

VWiat effects a reduction in selling price or the volume of sales will have on 
the profitability of the business? 

What the effect on profitability will be if overhead expenses increase 7 

• How much more has to be sold at current price levels to make up for an 
increase in the cost of sales? 

• Calculation of the break-even point. 

^Important Point: The break-even point (BEP) is the point at which cost or expenses and 

TeenmadpltT 1 ' T™ * T l ° SS ° T S “ in ' and one has " broken even ". A profit or a loss has not 
expected return^^ hm > id " and ca P ital received the risk-adjusted, 
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^ Qj 

^ ,c Break Even Point is the point where Tnf a i n 
^ um pri° ns in Break Even Point ° Sl * Total Rev enue 

^ assumptions underlying break-even point are’ 

# prices remain fixed. 

# Variable cost rate will remain fixed. 

, Total fixed costs will remain fixed im 

capacity of the firm. ^ ma ximum manufacturing 

• Quantity of units produced is equal to ouanHh,^ . 

no change in inventory. ^ ^ un,ts s °ld, so there is 

. costs can be classified accurately as either fixed or variable 
. Changes in activity are the only factors that affect costs ' 

• When a company sells more than one hmo n ( , ’ . 

(the ratio of each product to total sales) wfil renfata comt^f 5311 * n ’ i>< 
There are two ways of calculating the break even point, in units and in sales 

revenue. 

1. ^ ak ' 6Ven POint (ta termS ° f Unit Sales <*» can be directly computed as 


Break Even Point (in Units) = 


_ Total Fixed Cos t 

(belling Price - Variable Cost) 


BEP (in Units) 


Total Fixed Cos t 
Contribution Margin 


Where, Contribution Margin = (Selling Price per unit - Variable Cost per unit) 
2. In currency units (sales proceeds) to reach break-even, one can use the above 
calculation and multiply by Price (P), or equivalently use the Contribution 
Margin Ratio (Unit Contribution Margin over Price) to compute it in terms of 
value. 


BEP (in value) 


Total Fixed Cost 

Contribution Margin-Price perunit 


For example ABC Ltd expects to sell 10000 units at 10 each. The variable cost 
per unit is Rs.5/- and the fixed cost is Rs.15,000/- per annum. Calculate the break 
even point in units and in sale revenue. 


To calculate the BEP in units you would use the formula fixed cost divided by 
contribution per unit. Therefore you would divide 15000 by contribution which is 
selling price 10 minus variable cost per unit 5.15000 divided by 5. The final answer 
is 3000 units. 


In terms of sales revenue you would divide the fixed cost by the c/s ratio. 
15000 divided by (contribution divided by selling price per unit). 15000 divided 
by (5 divided by 10).15000 divided by 0.5. The final answer is 30000. And we 
know this is the correct answer because when we multiply the break even point in 
units by the selling price we get the same answer. Let's look at the example using 
a graph as shown in the Fig. 7.6. 
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Fig. 7.6 BEP 

A break even chart is a graphical representation of the break even point 
losses and also margin of safety. r ' P r °fits, 

Limitations of Break Even Point 

Break-even analysis is only a supply side (i.e., costs only) analysis as it 
you nothing about what sales are actually likely to be for the product 
various prices. r at “^se 

It assumes that fixed costs are constant. Although this is true in the short 
an increase in the scale of production is likely to cause fixed costs to rise. 

It assumes average variable costs are constant per unit of output at l P act • 
the range of likely quantities of sales, (i.e., linearity) m 

It assumes that the quantity of goods produced is equal to the quantity nf 
goods sold (i.e., there is no change in the quantity of goods held in inventory a 

the beginning of the period and the quantity of goods held in inventory at the end 
of the period). J u 

In multi-product companies, it assumes that the relative proportions of each 
product sold and produced are constant (i.e., the sales mix is constant). 

I 7.11 FINANCIAL RATIO ANALYSIS ^ 

Ratio analysis is the method or process by which the relationship of items or groups 
of items m the financial statements are computed, determined and presented. 
Ratio analysis is an attempt to derive quantitative measures or guides concerning 
me financial health and profitability of the business enterprise. Ratio analysis can 
be used both in trend and static analysis. 

^Important Point: Ratio analysis is defined as the systematic use of ratios to interpret 
the financial statements so that the strengths and iveaknesses of a firm as well as its historical 
performance and current financial condition can be determined the term ratio refers to the 
numerical or (juantitative relationship between items/variables. 

This relationship can be expressed as: 

(1) Fraction 

(2) Percentages 

(3) Proportion of numbers 
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example, the fraction § can be re pre8ented as 10 

erent fracton (■£) as 

aeC Unal (0.4) or as a percentage (40%). Consumers often s~ • ' 

,l or 50% off two forms mean the sam« fu- Slgns adv ertising i 
1 % of expressing parts of a whole. me ^8 they are simply different 

alternative methods of expressing v y rent 

Z pun** 65 °i analysis, refe^"’^* a « related to each other 

oTsales. mat the ratios do is Z ^tof 

^divided into categories based 

liquidity ratios. Liquidity refers to the speed •«. ^ they P rovide: 
converted to cash. Liquidity ratios descrite the aW^ * asset be 
current obhgabons. There are three common1W° f a fi ™ to meet its 
Quick Ratio and Cash Ratio. The formubtf clXjX ratlos: Curren t Ratio, 
formula: cash ratio is as following: 


2 . Efficiency ratios. The efficiency ratios describe h 

’ v investment in various asset classes with their formula^ 3 6x01 is usin 8 its 

(i) Inventory Turnover Ratio or Stock Tn™ Jl^n .. 

turnover formula or stock turnover ratio • 1* Ratl0: The mventory 
inventory is used during a measurempnt 1S • e numl:)er °f times that 
most simple inventory turnover calculation^ a year ^ Th® 

inventory into the arSualiz^ cos^Ses Youl f ** period -™ d 

inventory Hgure in the denominator,^wSchavoWssudd^^T 
the inventory level that are likelv to nm., sudden changes in 

date. The formula is as Mlowf °" my Speci£ic P e ™ d -“ d 

Inventory Turnover = Cost of Goods Sold 

Inventory 

(ii) Accoimts Receivable Turnover Ratio {AM): The receivable turnover 
ratio (debtors turnover ratio, accounts receivable turnover ratio) 
indicates the velocity of a company's debt collection, the number of 
times average receivables are turned over during a year. 

A/R Turnover = j femual Credit Sales 

Accounts Recievable 

(iii) Average Collection Period (ACP): Average Collection Period represents 
the average number of days it takes the company to convert receivables 
into cash. Average Collection Period formula is: 

Average Collection Period = Receivable Trover Ration 


1 
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any is usiug infixed assets 

effectively and efficiently <*%, 


««nu V i The formula is as follows: 

jqitJ _ 

Total Asset Turnover = Net Fixed Assets 


Sales 


3. 


.. 1 7 *nn ITATR): This ratio considers all a , 

(V) Total Asset T“™ ove assets inc i u de fixed assets, like plant^J 

Sales 

Total Asset Turnover = Total cost 

^ , „ veraee ra Hos describe the amount of debt that the ft* 
h” 3 to foan« te ^vestments in assets and can be explained with £ 

f H)° Tofal D^bt Ratio (TDR): The Total debt ratio takes into account all debt, 
’ to all creditors. The formula is as follows: 

Total Liabilities 

Total Debt Ratio = Total Assets 

(ill Long-term Debt Ratio (LTDR): Calculated as long-term debt divided 
bv total assets. A firm's debt capacity for its working capital structure is 
^Wmrminpd this way. The formula is as follows. 


(iii) 


L ong term Debt 

Long term Debt Ratio = Total Assets 

Debt to Equity (DE): The debt-to-equity ratio is a measure of the 
relationship between the capital contributed by creditors and the capital 
contributed by shareholders. It also shows the extent to which 
shareholders' equity can fulfill a company's obligations to creditors in 
the event of liquidation. The formula is as follows: 


Total Liabilities 

Debt to Equity = Total Equity 

(iv) Long-term Debt to Equity (LTD). It expresses the relationship between 
long-term capital contributions of creditors as related to that contnbuted 
by owners (investors). The formula is as follows: 


Long term Debt 

LTD to Equity = Total Equity 

4. Coverage. Coverage ratios indicate the firm's ability to pay certain expenses, 
(i) Times Interest Earned Ratio (TIE): Times interest earned or 

coverage ratio is the ratio of earnings before interest and tax (EBI ) 0 
business to its interest expense during a period. It is a solvency ra 
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formula is as follows: 


141 


pay off its debts. The 


(H> 


TIE 


EBIT 

Interst Expense 


Cash Coverage Ratio (CCR): The cash coverage ratio is useful for 
determining the amount of cash available to pay for interest, and is 
expressed as a ratio of the cash available to the amount of interest to be 
paid. The formula is as follows: 


Cash Coverage Ratio 


EBIT + Non cash Expenses 
Interest Expense 


| 7 .12 CAPITAL BUDGETING H 

ital budgeting is the process by which the firm decides which long-term 
Vestments to make. Capital budgeting projects, i.e., potential long-term 
| n ' ^tments, are expected to generate cash flows over several years. The decision 
* ve ccept or reject a capital budgeting project depends on an analysis of the cash 
3 generated by the project and its cost. The following three capital budgeting 
derision rules will be presented: 

• Payback Period 


• Net Present Value (NPV) 

• Internal Rate of Return (IRR) 

A capital budgeting decision rule should satisfy the following criteria: 

• Must consider all of the project's cash flows. 

• Must consider the Time Value Capital Budgeting of Money 

• Must always lead to the correct decision when choosing among 
Mutually Exclusive Projects. 


7.12.11 Payback Period (PP) 

Payback period is the time in which the initial cash outflow of an investment is 
expected to be recovered from the cash inflows generated by the investment. It is 
one of the simplest investment appraisal techniques. The formula to calculate 
payback period of a project depends on whether the cash flow per period from 
the project is even or uneven. In case the cash flow per period are even, the formula 
to calculate payback period is: 


Initial Investment 

Payback Period = Cash Inflow per Period 


When cash inflows are uneven, we need to calculate the cumulative net cash 
flow for each period and then use the following formula for payback period: 

g 

Payback Period = A+^r 
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In the above formula, 

A - Last period with a negative cumulative cash flow; 

B = Absolute value of cumulative cash flow at the end of the period a- 

C * Actual Cash Flow during the period after A 

Example-1. Even Cash Flows. Company C is planning to undertake a 
requiring initial investment of 100 million. The project is expected to 
25 million per year for 10 years. Calculate the payback period of the project*® 

Solution-Payback Period = Initial Investment/Annual Cash Flow = lOOM/25^ 

Advantages: 

1. Payback period is quite simple to calculate. 

2. It can be a measure of risk inherent in a project. Since, cash flows th 
occur later in a project's life are considered more uncertain, p av b 
period provides an indication of certain project cash inflows are C * 

3. For companies facing liquidity problems, it provides a good rankin 

projects that would return money early. ° 0 

Disadvantage: 

1. Payback period does not take into account the time value of mon 
which is a serious drawback since it could lead to wrong decisions A 
variation of payback method that attempts to remove this drawback ' 
called discounted payback period method. 

2. It does not take into account, the cash flows that occur after the payback 
period is reached. 


7.12.21 Net Present Value (NPV) 

A present value is the value now of a stream of future cash flows, negative or 
positive. The value of each cash flow needs to be adjusted for risk and the time 
value of money. 

In general, present value (PV) refers to the value now of payments to be 
received in the future (I). The present value of I after n year at r is: 

^Important Point: A net present value (NPV) includes all cash flows including initial cash 
flows such as the cost of purchasing an asset, whereas a present value does not. The simple 
present value is useful where the negative cash flow is an initial one-off, as when buying a 
security. 

m The net present value (NPV) or net present worth (NPW) of a time series of cashflows, both 
incoming and outgoing, is defined as the sum of the present values (PVs) of the individual cash 
flows of the same entity. 

Net present value is one of the most reliable measure used in capital budgeting. 
It is the present value of net cash inflows generated by a project less the initial 
investment on the project. The use of discounted cash inflows means that net 
present value accounts for time value of money. Before calculating NPV, a target 
rate of return is set which is used to discount the net cash inflows from a project. 

The major component of NPV is the present value of net cash inflows which 
may be even (i.e., equal cash inflows in different periods) or uneven (i.e., different 
cash flows in different periods). Where net cash inflows are even, present value 
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r "" s jiy calculate by using the present value formula of annuity. However 
inflow* are uneven we need to calculate the present valued 

i casH infl ° W Separate ' y ' ^ We havc two l orm ulas for the calculaHng 

^Sencas» infl0W9areEve,,: 


npv = 


_ ■ 


the above formula, 

. R is the net cash inflow expected to be received each period, 
i is the required rate of return per period. 

, n are the number of periods during which the project is expected to 
operate and generate cash inflows. 

^en cash inflows are uneven: 

NPV = 

Where, 

• i is the target rate of return per period. 

• is the net cash inflow during the first period. 

• is the net cash inflow during the second period. 

• Rj is the net cash inflow during the third period, and so on. 

Advantage and Disadvantage of NPV 

Advantage: Net present value accounts for time value of money. Thus it is 
more reliable than other investment appraisal techniques such payback period 
and accounting rate of return. Also it is fairly easy to calculate. 

Disadvantage: It is based on estimated future cash flows of the project and 
estimates may be far from actual results. 

7.12.31 Internal Rate of Return (IRR) 

The internal rate of return (IRR) or economic rate of return (ERR) is a rate of return 
used in capital budgeting to measure and compare the profitability of investments. 

^Important Point: Internal rate of return (IRR) is the interest rate at which the net present 
value (fall the cashflows (both positive and negative) from a project or investment equal zero. 

The calculation of IRR is a bit complex than other capital budgeting techniques. 
We know that at IRR, Net Present Value (NPV) is zero, thus: 

NPV = 0; or 

PV of future cash flows—Initial Investment = 0; or 


R, 


R, 


_ij_ + _ 

(1+i) 1 (1+i) 2 (1+i) 3 


- Initial Investment 


CF t CF 2 CF 3 
(l+r) 1+ (l+r) 2 + (l+r) 3 


- Initial Investment = 0 
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Where, 

• r is the internal rate of return; 

• CF, is the period one net cash inflow; 

• CF 2 is the period two net cash inflow, 

• CF 3 is the period three net cash inflow, and so on... 

But the problem is, we cannot isolate the variable r (internal rate of 
on one side of the above equation. However, there are alternative procedures! iN 
can be followed to find IRR. The simplest of them is described below: H 

1. Guess the value of r and calculate the NPV of the project at that v 

2. If NPV is close to zero then IRR is equal to r. a Ue. 

3. If NPV is greater than 0 then increase r and jump to step 5. 

4. If NPV is smaller than 0 then decrease r and jump to step 5. 

5. Recalculate NPV using the new value of r and go back to step 2. 
Example: Find the IRR of an investment having initial cash outflow 

Rs 213 000/-. The cash inflows during the first, second, third and fourth y ear c ° f 
expected to be Rs. 65,200/-, Rs.98,000/-, Rs. 73,100/- and Rs.55,400/- respect^ 

Solution 


Assume that r is 10%. 

NPV at 10% discount rate = 18,372 

Since NPV is greater than zero we have to increase discount rate, thus 
NPV at 13% discount rate = 4,521 

But it is still greater than zero we have to further increase the discount rate 
thus 

NPV at 14% discount rate = 204 
NPV at 15% discount rate = (3,975) 

Since NPV is fairly close to zero at 14% value of r, therefore 

IRR = 14% 

■ Review Questions ES 


1 . 

What is a balance sheet? Explain its components. 

(R.G.P.V.. Dec. 2011) 

2. 

What are contents of balance sheet ? 

(R.G.P.V., Dec. 2010) 

3. 

How profit and loss accounts are prepared? 

IR.G.P.V., Dec. 2012) 

4. 

Explain break-even point with a sketch. 

(R.G.P.V., Dec. 2011) 

5. 

What are payback period and NPV? 

(R.G.P.V., Dec. 2009) 


6. Define marketing and give its importance. 

7. Explain holistic marketing concept and its components in brief. 

8. What is an advertising medium? Enlist various advertising media. 

9. Give procedure and objectives of marketing research. 

10. Give meaning and importance of capital budgeting. 
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■ 8-i introduction m 

Productivity is necessary for th» c " 

organization. A Drod^ °L the success of an 
a specific plan designed pIan consists of 
An effective prodS I'T? 1 ?**** 

areas that mav afferf tu y P an mcluc, es all 

an organization 0 or' 

• Operational, 8 ' 

• Tactical and 

• Strategic planning. 

to creTteornH 3 "? mana 8 ers also choose 
d® If ? P ‘ ans for individual 

Dofhol of h° r emp 0yees - The operations 
P . a business plan is concerned with 

the day-to-day functions of running a business. 

aying attention on administrative and 
production processes, the operations plan 
helps social enterprises increase efficiency and 
quantity, improve quality, and reduce-costs. 
The operations plan is a good judgment of 
manager studies for capacity gaps that may 
be costing the enterprise money or service 
specifications. 


I 8.2 MEANING AND DEFINITIONS OF PRODUCTIVITY H 

Productivity is the relationship between a given amount of output and the amount 
of input needed to produce it. 


Productivity- 


Outputs 

Inputs 


or 

Productivity = actual output/expected resources used 
Productivity = value added/input of production factors 
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Hi 

Profitability results when money is left over from sales after costs ar(1 ‘ 
The expenditures made to ensure that the product or service meets ® Hi 
specifications affect the final or overall cost of the products and/ 0r 

involved. 

\ ^Important Point; Productivity is defined as the ratio of what is produced ». 

requited to produce it. Pmductivity measures the relationship between output such „ * k 

services produced, and inputs that indude ltdrour, capital, material and other resource s. 


-Hill (jog 

. Productivity is a comparison of the physical inputs to a factory cat mtpu ^ 

! the factory. j . ” 00 P er (l99s) 

m Productivity is the ability to satisfy the market s need for goods and services with « min^ 

of total resource consumption. 

| - Moseng and Rolstadas (200i\ i 

I . Productivity means how much and how well we producefrtm the resources If weprod^ 

more or better goods from the same resources, we increase productivity. Orif weproduce the 
goods from lesser resources, we also increase productivity. By resources we mean all hu Z, 
and physical resources, i.e. the people who produce the goods or provide the services, and the 
t assets with which the people can produce the goods or provide the services. -Bemolak (i 99?) 


I 8.3 STANDARD OF LIVING AND HAPPINESS ^ 

The extent to which a person is able to provide the things those are necessaiy f 0r 
sustaining and enjoying life. Standard of living of a representative family differ 
greatly in different parts of the world. What is considered a necessity in one part 
of the world could be considered a luxury in the other. 

Basic necessities of a minimum decent standard of living: Food, clothing 
housing and hygiene. Also, security and education are considered constituents as 
shown in Fig. 8.1 



Greater the amount of goods and services produced in any community, the 
higher is the average standard of living. Standard of living generally refers to the 
level of wealth, comfort, material goods and necessities available to a certain socio¬ 
economic class, in a certain geographic area. An evaluation of standard of living 
commonly includes the following factors: 

1. Income or per capita income 

2. Poverty rate 

3. Quality and affordability of housing 

4. Cost of goods and services 

5. Infrastructure 

6. National economic growth 
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n omic and political stability 


12 

13 

14 

15 

16 

17 

18 

19 

20 
21 


^■al and religious freedom 

.n; of work required to purchase necessities 

H<> ur5 . . (C.r>T>\ 


* 1 ws domestic product (GDP) 

Grow 

,l ln flati° nrate 

ll- ‘ mber of paid vacation days per year 
Affordable access to quality health care 
Quality and availability of employment 
Class disparity 

Quality and availability of education 

Life expectancy 
In cidence of disease 

Environmental quality 

Climate 
Safety 


I 


■TYPES of productivity h 

is one of the major concerns of managers as high productivity is 


rtivity is one oi me UI managers as high productivity is 

pf0 a survive in a competitive environment. Productivity is of three types: 
^productivity, Total-factor productivity and Total productivity. The details 
^ V below: 


dven below: 

3te partial productivity: A measure of performance that indicates how much of a 
® articular kind of input it takes to produce an output. 

Output 

Partial Productivity = ~ £p Uts 


One important input is labour productivity, which indicates the cost or number 
of hours of labour it takes to produce an output. 

o of output to labour input) is a 
productivity (the ratio of output 
ratio of output to materials input) 

(ji) Total-factor productivity: It is the ratio of net output to the sum of 
associated labour and capital (factor) inputs. By "Net Output," we mean 
total output minus intermediate goods and services purchased. Notice 
that the denominator of this ratio is made up of only the labour and 
capital input factors. 

Total-factor productivity = Net output/(Labour + Capital) input 

(Total output - materials services purchased) 
Total-factor productivity = (Labour + Capital)input 

(iii) Total productivity: It is the ratio of total output to the sum of all input 
factors. Thus, a total productivity measure reflects the joint impact of 
all the inputs in producing the output. 


For example, labour productivity (the rati 
partial productivity measure. Similarly, capital 
to capital input) and material productivity (the 
are examples of partial productivity. 


Scanned by CamScanner 




B5MFSVJ 








Entrepreneurship and Management p 

^°N(: 

Total productivity = Total output / Total input 
« Total output / (human + material + capital + energy + 0 th Cr 
We will take a simple numerical example to illustrate these 
definitions. ba$j c 

Consider the ABC Company. The data for output produced and 
consumed for a particular time period are: 


Output > = 

1000 

Capital Input 

Human Input = 

300 

Material Input 

Energy Input 

100 

Other Expense Input 


,n Put s 

15 300 
= 200 
50 

Period. 

b\vs ; 


The above values are in constant rupee terms with respect to a base 
Then, the partial, total-factor and total productivity values are computed as fojj 

Partial productivities: 

Human productivity 
Material productivity 
Capital productivity 
Energy productivity 
Other expense 
productivity 


Output / human input 
Output / material input 
Output/capital input 
Output/energy input 
Output/other expense 
input 


1000/300= 333 

’000 / 200 = 5oo 

’000 / 300. 333 
1000/IOOmo.oo 
1000 / 50 - 20.00 


Total-factor productivity: 

Assuming that the company purchases all its materials and services, includin 
the energy, machinery and equipment, and other services, such as marketing 
advertising, information processing, consulting, etc. Then, ^ 

Net output = 1000 - (200 + 300 +100 + 50) = 1000 - 650 = 350 
Total-factor productivity = 350 / (300 + 300) = 0.583 

Total Productivity: 

= 1000 / (300 + 200 + 300 +100 + 50) = 1000 / 950 = 1.053 

I 8.5 OPERATIONS (GOODS AND SERVICES) VS PROJECT ■ 

In any organization, only two aspects of work exist—on-going operations and 
projects. The difference between operation and project management are as follows: 


r 

I oyUa 


S.No. 

Operations 

Project 

1. 

Operations are ongoing execution 
of activities that produces the 
same products, or provide 
repetitive services. 

Operational works are performed 
to achieve business goal and to 
sustain the business. They are 
permanent in nature focuses on 

A project is a temporary endeavor 
undertaken to create a unique 
product, service, or result. 

In the definition of the project, we 
may notice two things: 

• A project is temporary in nature: 

• A project is undertaken to 
produce a unique output; e.g., 
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•^kWBProfil for the - 

^anWMo"- Any manufacturing 
or production process can be an 

sam ple ofo P° rations - 

^ wor * c are P er formcd p— __ 

’ (0 k^P organization functioning. 

—**?C^anizations sometimes alto. ^~~r-^!il L achiev ed. P ' etCd 

3 ' modify their operations, products. mZ? r ^~P^T- 

or systems by creating strategic ^ geme M while JLfL 
business initiatives. pr P ess tons 

ma nagemem.?rde*c° nS 

intersect witK , ts can 
various points d ° p f rat ' ons « 

__life cycle (PLQ UrU ’ gttle Product 

Operations are continuing ~WhT- - - 

activities and permanent with w e ? r °j ects — 

recurring output. b egmnmg and ending point. 

T" Operations produce the identical - - 

| s.6 PRODUCTION PROCESSES AND LAYOUTS ~~ 

^“ly P that facilitates various “^economic 

sets =^: p ^ s = 

^Important Point: A layout essentially refers to the arranging amt ^ ^ntnclnnes 
which are meant to produce goods. 


pro *«u^ 




c\ or roc 


result. 


The methods of grouping or types of layout are shown in Fig. 8.2: 


Operations are continuing 
activities and permanent with 
recurring output. 

Operations produce the identical 
product. 



Process 

layout 


Product 

layout 


Fixed 

position 

layout 


Cellular 

manufacturing 

layout 


Combination 

layout 


Fig.8.2 Types of Layout 


1- Process layout: It involves grouping together like machines in one department 
based upon their operational characteristics. For example the machines 
performing drilling operations are installed in the drilling department while 
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the machines performing casting operations are grouped ■ f 
department, and so on. In 

2. Product layout: It involves the arrangements of machines j n * 
depending upon sequence of operations. In product layout, if ther ^ ^ 
than one line of production, there are as many lines of machines. Th ° ' S a *V 
here, therefore, is on special purpose machines in contrast to th^K* 
purpose machines which are installed in the process layout. The in 
on straight line layout is higher than in the functional layout. Tho^'Si 
layout is followed in plants manufacturing standardized products ° pFOci UcI 
scale such as chemical, paper, sugar, rubber, refineries and cement inn 9 
Fixed position layout: In a fixed position layout, workers, suppi^ 
equipment are brought to the site where the product are to be as s IOS ' 
rather than the product being moved through an assembly lj ne Q Cni S 
assembly stations. In this type of layout, the materials or major comn ^ 
remains in a fixed location and tools, machinery, men and material areb nls 
to this location. The movement of men and machines is advisable as th° U ^ 1 
of moving them would be less significant. This is followed in manufa c t° COst 
of bulky and heavy products, such as, construction of buildings, locom ^ ° 
ships, boilers, aircraft and generators. IVes < 

4. Cellular manufacturing layout (CM): In cellular manufacturing i a 
machines are grouped in to cells and these cells function somewhat?? 
product layout within a larger shop or process layout. Each cell in the Ou 
layout is formed to produce a single part family-a few parts all with a comm ^ 
characteristics, which usually means that they require the same machines and 
have similar machine settings. 


5. Combination layout: A combination of process and product layout is known 
as combined layout. It is possible to have both types of layout in an efficiently ' 
combined form if the products manufactured are somewhat similar and not 
complex. 

For example in soap a plant, the machinery manufacture soap is arranged on 
the product line principle but ancillary services, such as heating, the 
manufacture of glycerin, the power house, the water treatment plant are 1 
arranged on a functional basis. 


I 8.7 Inventory Management ■ 

Inventory management is a very important function that determines the health of 
the supply chain as well as the impacts the financial health of the balance sheet. 

Any organization which is into production, trading, sale and service of a 
product will necessarily hold stock of various physical resources to aid in future 
consumption and sale. While inventory is a necessary evil of any such business, it 
may be noted that the organizations hold inventories for various reasons, which 
include speculative purposes, functional purposes, physical necessities, etc. 

Inventory' procurement, storage and management is associated with huge costs 
associated with each these functions. Inventory' costs are basically categorized 
into three headings: 

(i) Ordering Cost j 
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S' T°coSt (Co): The ordcr.ng cost is simply the total of expenses incurred 
f >f^ a n order. In the economic order quantity model, this is the cost of 
4 ! purchase order and the cost of receiving the goods ordered used 

order quantities, the costs that increase as the number of orders 
m^rreases. It includes costs related to the clerical work of preparing, 
W Monitoring, and receiving orders, the physical handling of goods] 
\c\<* 6Xt f 0 ns, and setup costs, as applicable also called acquisition cost, 
‘ inSp wrV costs. 

in ven . c 0 st or Holding Cost (Cc): The holding cost, on the other hand, is 
... Orf* aSS ociated with holding one unit of an item in stock for one period of 
(i jjjc c0S ror p O rating elements to cover: Capital costs for stock, taxes, insurance, 
‘‘^handling, administration, shrinkage, obsolescence, deterioration. In 
s torag e ' mana gement, holding cost is money spent to keep and maintain a 

^Of goods in storage. 

S ° i rnst (TC): It is the sum of ordering cost and carrying cost (holding 

Thus total cost is. 

* ta l Cost (TC) = Ordering Cost (Co)+ Carrying Cost (Cc) 


I 8 8 Economic order Quantity (EOQ) H 

• order quantity is one of the techniques of inventory control which 
Economic ^ carrying costs and ordering costs for the year. The economic order 
minimi tec j nn iq Ue which solves the problem of the materials manager. EOQ 
quantity ^ etermin j n g the optimal quantity to purchase when orders are placed. 
^^mple, small orders result in low inventory carrying costs and higher 
ordering costs; while large or ders result in low ordering costs and high carrying 

costs. .^ _ ;TT ,__ ....... .. .. 

^Important Point: "EOQ |is essentially an accounting formula that determines at which 
• the combination of order costs and inventor y carrying cost are the least. The result is the most 
cost effective quality to order. In purchasing this is known as order quantity, in manufacturing it 
| is known as the production lot size ." - Dave Pwsecki 


If. 


i f * ■*! r 





Quantity (Q) ■ 
Fig.8.3 Economic order Quantity 
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There is a pre-determined cost charged for each order sited, not con S j, 
of the number of units ordered. There is also a carrying or holding or st 0ro 0ri| 
cost for each unit held in luggage compartment. The optimal number of u { °° 
the inventory is to order so that we reduce the total cost related with th e d ol ^ S( 
purchase, and storage of the manufactured goods as shown in Fig. 8 . 3 . e t 

Thus, 

Economic Order Quantity (EOQM Ordering Cost (Co)= Canying Cost . 

[Total Cost (TC) is lowest or minimum at this point] 

The necessary parameters to the resolution are the total order for the y ear 
procure cost for each item, the fixed cost to place the order and the storage cC 
for each piece per year. Note that the quantity of times an order is located J 
also have an effect on the total cost, however, this number can be deter mille j 
from the other parameters. 

Mathematical model that determines the amount of goods to order to me 
projected demand while minimizing inventory costs. In the original version 0 f 
the model, demand is assumed to be known and constant throughout the y ear 
Ordering cost is assumed to be a fixed amount per order, and carrying costs ar e 
assumed to be constant per unit. EOQ is computed as. 

l2(Annual Demand) (Ordering Cost) 

= ]j Carrying Cost Per Unit 

Basic Assumptions of EOQ Model: 

EOQ is one of the most common known inventory control technique. This 
technique involves some assumptions: 

1. Demand is known and constant. 

2. The lead time is known and constant. 

3. The receipt of inventory is instantaneous. 

4. Quantity discounts are not possible. 

5. The only variable costs are the ordering cost and the carrying cost. 

6. Orders are placed so that stock-outs are avoided. 

Re- Order Point and Buffer/ Safety Stock: 

The re-order point (ROP) is the level of inventory when an order should be 
made with suppliers to bring the inventory up by the Economic order 
quantity ("EOQ") as shown in Fig. 8.4. 




Fig.8.4 Re- Order Point and Buffer/ Safety Stock 
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The following two formulae are used for the calculation of re-order level or 

point. 

Ordering point = Maximum usage (daily or weekly or monthly) 
x Lead time (L) 


The above formula is used when usage and lead time are known with certainty; 
therefore, no safety stock is provided. 

When safety stock is provided then the following formula will be applicable: 
Ordering point - [Maximum usage (daily or weekly or monthly) 
x Lead time] + Safety stock 


| 8.9 ABC-Analysis 

ABC analysis classifies the raw materials based on their consumption during a 
particular time period (usually one year). Depending upon the company to 
company A, B and C items can be as under and also shown in Fig. 8.5: 

• A - Approx 5% -10% of the items accounting for 60% to 80% of the consumption 
value. 

• B - Approx 10 %-30% of the Items accounting for 10% to 30% of the 
consumption value. 

• C -Approx 60%-85% of the Items accounting for 5% to 15% of the consumption 
value. 



Fig.8.5 ABC-Analysis 

Similar or the same as ABC analysis is 80/20 rule that is also known as Pareto 
Principle. This rule tells us that 80% of effects are due to 20% of causes, in other 
words we can say that 80% of our sales comes from 20% of our customers. 


I 8.10 XYZ-Analysis 

XYZ analysis is similar to ABC but concentrates on inventory to improve storage 
management and it is more used in relation of the customer demand for finished 
commodities. These three types of products are as follows: 


\ 

V 

V 


v 
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X is high demand products. °^C] 

Y is medium demand products. 

Z is very low demand products. 

ABC/XYZ analysis is used to generate the strategic for 
inventory control and production strategy. r s uppj^ 



I 8.11 MATERIAL REQUIREMENT PLANNING (MRP) 

Material requirements planning (MRP) is a computer-based pr d ^ 

and inventory control system. MRP is concerned with both prod p Cti ° n plan n - 
and inventory control. It is a material control system that attempt t° n Sc ^ e dui^ 
inventory levels to assure that required materials are available wh ° adec lu ^ 
is applicable in situations of multiple items with complex bills of ° n ° ec ! ed - 




^Important Point: MRP is a production planning process that starts from tl 
finished products and plans the production step by step of sub-assemblies mid ^ detnan ^for 

The major objectives of an MRP system are simultaneously to- 

1. Ensure the availability of materials, components, and 
planned production and for customer delivery, # P r °ducts f 0r 

2. Maintain the lowest possible level of inventory and red 

costs, . Uces holding 

3. Plan manufacturing activities, delivery schedules and 

activities. Purchasing 


The component of material requirement planning (MRP) are-- imrp 
MRP Processing as MRP Outputs as shown in following Ficr s * ' 1 n P uts - 


Outputs 


following Fig. 8.6. 


MRP inputs MRP Processing MRP Outputs 



Fig. 8.6 Component of Material Requirement Planning (MRP) 

1. MRP Inputs: The input systems come from three main sources: 

(i) Master schedule. The master schedule outlines the expected production 
activities of the plant. Developed using both internal forecasts and 
external orders, it states the quantity of each product that will be 
manufactured and the time frame in which they will be needed. 

(ii) Bill of materials. The bill of materials is a listing of all the raw materials, 
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component parts, sub-assemblies, and assemblies required to produce 
one unit of a specific finished product. Each different product made by 
a given manufactuier will have its own separate bill of materials. 

(iii) Inventory records. The inventory records file provides an accounting 
of how much inventory is already in-hand or on order, and thus should 
be subtracted from the material requirements. This includes gross 
requirements, scheduled receipts, and expected amount in- hand. It also 
includes other details for each item, such as supplier, lead time, and.lot 


size. 


2 MRP Processing: MRP processing first determines gross material 
requirements, then subtracts out the inventory in- hand and adds back in the 
safety stock or buffer stock in order to compute the net requirements. 

3 MRP Output: The main outputs from MRP include three primary reports 
and three secondary reports. 

(i) Primary Report. The primary reports consist of: 

(a) Planned order schedules: These outline the quantity and timing of 
future material orders. 

(b) Order releases: It authorizes orders to be made; and 

(c) Changes to planned orders: These might include cancellations or 
revisions of the quantity or time frame. 

(ii) Secondary reports: It generated by MRP include: 

(a) Performance control reports: Which are used to track problems like 
missed delivery dates and stock outs in order to evaluate system 
performance. 

(b) Planning reports: These reports can be used in forecasting future 
inventory requirements. 

(c) Exception reports: These reports call managers' attention to major 
problems like late orders or excessive scrap rates. 

I 8.12 SUPPLY CHAIN MANAGEMENT (SCM) M 

The term "supply chain management" entered the public domain when Keith 
Oliver, a consultant at Booz Allen Hamilton, used it in an interview for the 
Financial Times in 1982. Supply Chain Management is popularly known as SCM or 
sometimes referred to as Demand Chain Management or DCM. 

8.12.11 Meaning & Definitions 

A supply chain is a system of facilities and distribution selections that executes 
the functions of procurement of materials, transformation of these materials into 
intermediate and finished products, and the distribution of these finished products 
to customers and/or consumers (end users) as shown in Fig.8.7. Supply chain 
exists in both service and manufacturing organizations, although the complexity 
of the chain may vary greatly from organization to organization. 

Thus, Supply Chain Management (SCM) is the management of the entire value- 
added chain, from the supplier to manufacturer right through to the retailer and 
the final customer. 
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S ^Important Point: "A supply chain is the linkbetzvee 
creating a flow of goods, information, and funds. It not onh, • T° nutte *& a , , 
suppliers, buyers, vendors, customers, and others zoitli zohnl "? • rf<?s the COm ' ihe £ 

. Suppln CM,, (SCM, „as pr J ‘ ' T**' 

transaction speed by exchanging data in real-time, and uicreaT\ ,! lCe « ventn,, 

| requirements more efficiently." c bn ^ es by httpl eitte .^ 

! ■ "Supply Chain Management is the integration of key businr Scitst °^ 

Umb^t 200 P 8 UrPOSC 0fCrCClthtg value f° r customers and stakeholders acr <** the Su 

1 ’ * Sll Pp\\j 

m "Supply chain management is the systematic, strategic coordination „fn. 
functions and the tactics across these business functions zuithin a parti / tradit >onalbu ■ 
businesses zuithin the supply chain, for the purposes of improving the hn^"^ and S 
the individual companies and the supply chain as a zuhole " Sfernt peifonncZfl 

A very simple supply chain for a single product, where raw 
procured from vendors, transformed into finished goods in a sin^, materia,i $ 
then transported to distribution centers, and finally, customers Real V^ and 
chains have numerous end products with shared components, faciIiti SUpply 
capacities. The flow of materials is not always along an arborescent ne^M? 
various modes of transportatipn may be considered. ° r ' 


8.12.21 Supply Chain Decisions 


The decisions for supply chain management has been classified into two broad 
categories - 

Strategic. Strategic decisions are made typically over a longer time horizon. 
These are closely linked to the corporate strategy, and guide supply chain policies 
from a design perspective. 


Operational. These are short term decisions that focus on a< ^^j^jy V ^,d 


day-to-day basis. The effort in these types of decisions is o e £ hain . 

- the "strategical!/' planned supply cnam 


efficiently manage the product flow in the 

There are four major decision areas in supply chain managemen^ 

(a) Location. The geographic placement of PJ oc | u ^” n treating a supp ! y 
points, and sourcing points is the natural firs s p 

chain. oducts to p r0 ^ u ^f' 

(b) Production. The strategic decisions include sU ppliers to P 13 * 1 

which plants to produce them in and alloca o ^ ^ ^ain as 0 jj 

(c) Inventory. Inventories exist at every stage of t 
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(d) 


raw material, semi-finishnrl r»- . j 

to buffer against any uncerta^ntvlf^ 8 T 5 ' Thdr P rimar >'P u ;'P osc 
'r ^ tainty that might exist in the supply chain. 

dSns JiZ < Ph , t ib , U, : 0n) ' These are c,osel y linked to the inventoty 

ttocostof using tho ***[*** «* mode is often found by trading-off 

of inventory assn • { 3a T hcu ] ai mo deof transport with the indirect cost 
of e tory associated with that mode. There are both strategic and 

operational elements in each of these decision areas. 


8 . 12 . 31 SCM Solution 


There are four dimensions to an integrated SCM Solution: 

^ P urc * ias * n 8' mar,u facturing / transportation and warehousing 

2. Integration of above activities across vendors, facilities, and markets. 

3. Integration of these activities over strategic, tactical and operational planning. 

4. Enterprise wide integration. 


8.12.41 Benefits of SCM Solution 

The SCM solution has several benefits as companies can forecast: 

• Production planning 

• Flow and process management 

• Inventory management 

• Customer delivery 

• After-sales support and service 

• Shipment tracking systems 
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19.1 STEPS IN METHOD IMPRqve,^ 

fell 

A continual improvement is a tvDe nf 

_:_. .. •'r v -'JlCn 


■ Steps in Method Improvement 

■ Time Measurement _ . - - v i-*-^uian 

■ Rating and Various Allowances is focused on inci easing the effectivenpP^ 9 * 

■ Predetermined Motion and Time e ° . an or S an ' z eiti°n to fulfill it s noi* 9 ^ 

Method and objectives. It is not limited to T? s 

■ Product and Process Specification Initiatives. Improvement in business stra^ 

- Total Quality Management (TQM) business results, customer, employee S' 
. Cost of Quality su PP her , bus ,'" ess relationships arc 

. Introduction to Lean Manufacturing “n mua enhancement. Steps to under ak n ' 
-Oust-in-Time (JIT) conhnual improvement are as follows: 8 

■ Quality Function Deployment ^ Determine current performance. 

(QFD) 2 - Establish a need to improve. 

■ Total Productive Maintenance 3. Obtain commitment and define t| 

(TPM) improvement objective. 1e 

■ Six Sigma Quality (60) 4 . Organize the diagnostic resources. 

■ Enterprise Resource Planning 5. Carryout research and analysis todiscov 

( ERP ) the cause of current performance. ^ 

6 . Define and test solutions that will accomplish the improvement objective 

7. Produce improvement plans which specify how and by whom the alteration 
will be implemented. 

8. Identify and overcome any resistance to the change. 

9. Implement the change. 

10. Put in place and control to hold new levels of performance, and repeat step 


one. 


I 9.2 TIME MEASUREMENT ■ 

A work measurement technique whereby times established for basic human 
motions classified according to the nature of the motion and conditions (under 
which it is made) are used to build up the time for a job at the defined level of 
performance. 

^Important Point: Time measurement is the determination of length of time one should take 
to complete a job. 
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The most commonly used Pre-det > ■ “*■ 

known as Methods Time Measurement (MTM) M ° lion Timo S y s,cm (PMTS) is 


| 9.3 RATING AND VARIOUS ALLOWANCES H 

Employers must take this non-productive ii 

determining piece rates by including wlm ic l C ,nto consideration when 
Delay (PF&D) factor. Allowances are genemllv TT f 3 Persona1 ' Fati S ue ' and 
percentage of it, but sometimes these am a* ^ pp led to total c y clc timc as somG 
machine time and for manual effort time Hnw SGparatel y as some percent for 
interruptions which may be due to factors' wi,. , ver ' no all owanccs are given for 
or which are avoidable. In US, generally noH " e | J vlth ' n the operator's control 
minutes per hour) shall be used“1^1 ? than a,,owances < 9 ' 10 
a „ow the following allowances to their employes shovmin 



Fig. 9.1 Allowances to employees 


(i) Delay Allowance: This time allowance is given to operator for the numerous 
unavoidable delays and interruptions that he experiences every day during 
the course of his work. These interruptions include interruptions from the 
supervisor, inspector, planners, expediters, fellow workers, production 
personnel and others. 

(ii) Fatigue Allowance: This allowance can be divided into two parts: (i) basic 
fatigue allowance and (ii) variable fatigue allowance. The basic fatigue 
allowance is given to the operator to compensate for the energy expended for 
carrying out the work and to alleviate monotony. While the magnitude of 
variable fatigue allowance given to the operator depends upon the severity of 
conditions, which cause extra (more than normal) fatigue to him. As we know, 
fatigue is not identical. 


k 


(iii) Personal Allowance: This is allowed to compensate for the time spent by 
worker in meeting the physical needs, for instance a periodic break in the 
production routine. 

(iv) Special Allowances: These allowances are given under certain special 
circumstances. Some of these allowances and the conditions under which they 
are given are: 
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(a) Policy Allowance: Some companies, as a poUcv „ 

provide a satisfactory level of earnings al| Ow^1 

performance under exceptional circumstance d Specif ied?>tn 1 

new employees, handicap employees workers 7 may be alu Ve| Of 
value of the allowance is typically decided by mana^'^' 

(b) Rework Allowance: This allowance is provided on ^ ^ 

when it is known that some percent of parts made a Certain op er 
factors beyond the operator's control. The time in wh^? 0 ' 1 ^ du^ 
parts may be reworked is converted into allowance. ^* hese sp 0l ^ 

I 9.4 PREDETERMINED MOTION AND TIME METHOD 

A pre-determined motion time system method or system (PMTS 1 N 

as a procedure that analyzes any manual activity in terms of basir ^7 be d efin M 
motions required to perform it. Each of these motions is assi Kned Unda *e J 
established standard time value and then the timings for the ind.Vn Previ °Ush! 
are synthesized to obtain the total time needed for performing [hi ^ rn ° t >on! 
applications of PMTS are for: min 8 th e activity th 

• Determination of job time standards. 

Comparing the times for alternative proposed methods sn 
economics of the proposals prior to production run. to find the 

Estimation of manpower, equipment and space requirements prior f 
up the facilities and start of production. P 0 to setting 

• Developing tentative work layouts for assembly lines prior to their 

in order to minimize the amount of subsequent re-arrin! ° rkin 8 
rebalancing. 1 re arran gement and 

• Checking direct time study results. 

Anumber of pmts are in use, some of which have been developed bvinHi 

organizations for their own use, while other organizations hav71! ■ dual 
and publicized for universal applications. ve *oped 

I 9.5 PRODUCT AND PROCESS SPECIFICATION ^ 

Tbe term 'specification' means- with the type of process, information, or document 
(i) Specification process: It is an inherent part of the design process; it consists 
of determining and communicating the nature and quality (as distinct from 

geometry, size and shape) of each element, system, type of work, product, 
etc* 

(n) Specification information: It is written and numeric description resulting 
from the specification process. 6 

(in) Specification document: A document consisting principally of specification 
information. . 

9.5.11 Production specification 

Production specification should define the quality of the systems, products, 
workmanship and finished work such that all parties can have a reasonable degree 
of confidence that: 
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The designers' detailed requirements will be m 

The work can bc P ncec * with certainty and nr ° 

p.oducts can be ordered or arranged correctly and^ 

The work can be planned, executed and su * 8ood time - 

Misunderstandings and unintended varian^™^ m 3 contr °Ued manner. 

variations are minimized. 

9.5.21 Attributes of good production speoi, icat i on 

production specification should be: 

1. Specific to the project, with no irrelevant material 

2. Comprehensive covering, z.e., every signifies 

of detail appropriate to the importance and naf as ^ e ^ quality to a degree 

3. Practicable, requirements being specified havi ° ° the W ° rk ‘ 
project and the available knowledge and resources^^ t0 nature 

4. Constructive, in other words helpfully specific „ . 

is expected. ' *hat all parties know what 

5 Technically correct and up to date rcfWtw 

and current statutory requirements. ^ cur rent good building practice 

6. Enforceable, requirements being soecifipd -c 

demonstrated economically and within an acceptable timeTcalr^ ** 

8 ' Worma P hom hrOUShOUt ' he Pr ° ieCt '****’ f ° become “ part of 


9.5.31 Process Specification 

The term process specification refers to a description of the procedure to be 
followed by an actor within an elementary level business activity, as represented 
on a process model such as a dataflow diagram. Process specification is a generic 
term for the specification of a process. Its context is not unique to "business activity" 
but can be applied to any organizational activity. 3 

^.Important Point: The process specification defines what must be done in order to transform 
inputs into outputs. It is a detailed set of instructions outlining a business procedure that each 
elementary level business activity is expected to carry out. Process specifications are commonly 
included as an integral component of a requirements document in systems development. 

The goals of producing process specifications are: 

• To reduce process haziness. 

• To obtain a precise description of what is accomplished. 

• To validate the system design, including data flow diagrams and the 
data dictionary. 

® Total Quality Management (TQM) Hi 

^otal quality management is a common sense dedication to understanding what 
e customer wants and then using people and science to set up systems to deliver 
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nnxtucts and services lhal delight the cuslomcr. All of the TQM modjf, 

're working together to achieve results. 

The basic concepts of TQM are as follows. 

• Customer Focus. 

. Continuous Process Improvement. 

. Employee Empowerment - Everyone is responsible for quality 

. Oualitv is free - focus on defect prevention rather than defect dn,^ 
for it is always cheaper to do it right the first time. X 

. Benchmarking - Legally stealing or copying other people's i dcas 

. Customer-Supplier Partnerships. 

. Management by fact, By numbers, By data - Balanced score boa „ 
(financial, customer, process, learning. d 

TQM requires a new process thinking mindset. Our focus shifts from manaR , 
outcomes to managing and improving processes from what to do to how ,„ 9 
the orocesses better. Quality performance expands to include how well each ° 
o the process works and the relationship of each part to the process. It i s also Pa " 
process improvement that focuses on continuously benefit for our customers, £ 

Eng Fig. 9.2 shows the elements of TQM Model: "* 

1 Customer focus: The model begins with understanding customer needs. TQfo 
organizations have processes that continuously collect, analyze, and act * 
customer information to satisfy their needs and wants. 

2. Planning and process management: TQM organizations understand th at 
customers will only be satisfied if they consistently receive products and 
services that meet their needs, are delivered when expected, and are priced 
for value. TQM organizations use the techniques of process management to 
develop cost-controlled processes that are stable and capable of meeting 
customer expectations. 

3. Process improvement: TQM organizations also understand that exceptional 
performance today may be unacceptable performance in the future so they 
use the concepts of process improvement to achieve both breakthrough gains 

/-*r\r»Hniir»ic imnrm/PtTlPnf. 



Fig. 9.2 Elements of TQM Model 
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articip^ti° n: The final element of the TQM model is total participation. 
To***Plantations understand that all work is performed through people. 
Sg begins with leadership. 

T* 11 are seV en basic quality tools which help to improve process quality: 
^ lCfC Scatter Diagrams: Plot data on a chart - no attempt is made to classify 
1 ‘ the data or message it. 

Pareto Charts: Organize data on a histogram based on frequency from 
^ most prevalent to least. Help identify major causes or occurrences 

(80:20 rules). 

Check Sheets: It is an easy way to count frequency of occurrence by 
front line workers. 

Histograms: It categorizes data in cells and plots (see if any patterns 
emerge). 

Run Charts: Plot data as a function of time. 

Cause and effects Charts: Fishbone diagrams are used to identify the 
root causes of a problem. 

Control Charts: These are statistical tools used to determine if the 
variation in results is caused by common or special events. 


3. 

4. 

5. 

6 . 

7. 


| 9.7 COST OF QUALITY ™ 

. Q f quality refers to the sum of costs incurred to prevent non-conformance 
THe i anoening and the costs incurred when non-conformance in products and 
fr0 ” 1 occurs. This is commonly known as cost of poor quality. Cost of poor 
SyS Jitv is actually the cost of doing things wrong. Cost of poor quality refers to 
Ihe costs associated with providing poor quality product or service. Cost of quality 
fall into two main categories: 

1 Cost of achieving good quality -Prevention Costs Appraisal Costs 
2. Cost of poor quality due to internal failure and/or external failure. 

I 9.8 INTRODUCTION TO LEAN MANUFACTURING - JUST-IN-TI^^ 

’ (JIT) “ 

The basic elements of JIT were developed by Toyota in the 1950's, and became 
known as the Toyota Production System (TPS). JIT was well-established in many 
Japanese factories by the early 1970's. JIT began to be adopted in the U.S. in the 
1980's (General Electric was an early adopter), and the JIT/lean concepts are now 

widely accepted and used. • 

Just in time (JIT) is a production strategy that strives to improve a business 
return on investment by reducing in-process inventory and associated carrying 
costs. 

Just in time manufacturing (JIT) is one of the main principles of lean 
manufacturing or stockless production. It is the idea of producing exactly what 
the customer wants, in the quantities they want, where they wmjt it, when the 
customer wants it without being delayed or held up in inventory JIT ( so own 
asleanproduction or stockless production) should improve profits and return on 
investment by reducing inventory levels (increasing (he inventory turnover rate). 
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reducing variability, improving product quality, reducing Dr ^ ^ 

lead times, and reducing other costs (such as those associat h Ucti °n an 
and equipment breakdown). In a JIT system, underutilized 7^ O! 
used instead of buffer inventories to hedge against problems ° XC0Ss )c*L^ 
JIT tries to reduce the system operational inefficiencies andn^* 
by identifying the sources of these inefficiencies and work' ' erosu lti1 
eliminate them as much as possible. In the emerging philosonl ^ P r oa c !^\l 
be carefully controlled and they should not function as th nV ° nto hes 
accommodating the system inefficicncics-»Just-in-Time (JIT) tl° ^ c cha7 s W[ 
effort should be an ongoing process towards continuous impr 0v ° ^° rcm en? ? 
onc-time/shot effort. Targeting the sources of inefficiency i nc i %j 

1. Input U es: ° r \ 

• Unreliable quality of raw material 

• Unreliable delivery times 

2. Operation 

• Unreliable processes in terms of 

• Required processing times 

• Process outcome 

! 

• Complex interacting process flows 

• Long set-up times 

• Unreliable (irresponsive and irresponsible) personnel 

3. Output 

• Highly variable production requirements in terms of 

• production volume, and 

• production scope 

JIT Implementation Design. Based on a diagram modeled after H 
by Hewlett-Packard's Boise plant to accomplish its JIT program 1<? ° nc UScd 

1. F Design Flow Process 


• F . 

» 

Redesign/re-layout for flow 

• L 

I 

Reduce lot sizes 

• 0 

Link operations 

• w 

Balance workstation capacity 

• M 

Preventive maintenance 

• s 

Reduce setup times 

2. Q Total Quality Control 

• c 

Worker compliance 

1 ■ * 1 

Automatic inspection 

• M 

Quality measures 

• M 

Fail-safe methods 

• W 

Worker participation 


3. S 


Stabilize Schedule 
S Level schedule 

W Establish freeze windows 
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UC Underutilizc capacity 

Kanban Pull System 
p Demand pull 

g Back flush 

L Reduce lot sizes 

Work with Vendors 
L Reduce lead time 

D Frequent deliveries 

U Project usage requirements 

q Quality expectations 

Further Reduce Inventory in other areas 

• S Stores 

, X Transit 

. c Implement carrousel to reduce motion waste 

• C Implement conveyor belts to reduce motion waste 

p Improve Product Design 

• p Standard production configuration 

• p Standardize and reduce the number of parts 

• P Process design with product design 

• Q Quality expectations 


| 9.9 QUALITY FUNCTION DEPLOYMENT (QFD) M 

Quality function deployment (QFD) was developed to bring this personal interface 
to modern manufacturing and business. In today's industrial society, where the 
growing distance between producers and users is a concern, QFD links the needs 
of the customer (end user) with design, development, engineering, manufacturing, 
and service functions. 


. 

Important Point: Qualityfunction deployment (QFD) is a structured approach of defining 
customer needs or requirements and translating them into specific plans to produce products to 
meet those needs. 

The "voice of the customer" is the term to describe these stated and unstated 
customer needs or requirements. The voice of the customer is captured in a variety 
of ways: direct discussion or interviews, surveys, focus groups, customer 
specifications, observations, warranty data, field reports, etc. This understanding 
of the customer needs is then summarized in a product planning matrix or "House 
of Quality" as shown in Fig. 9.3. 

To build a house of quality the following aspects are to be considered: 

• List Customer Requirements (What's) 

• List Technical Descriptors (How's) 

• Develop Relationship (What's & How's) 

• Develop Inter-relationship (How's) 

• Competitive Assessments 
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/ Technical Descriptors_ 




organization) _ 
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Requirements 

(Voice of the 

Customer) 

Relationship between 
Requirements and 
Descriptors 

Prioritized 
| Customer 
Requirements 
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•T ) 

II 
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Descriptors 





Fig. 9.3 House of Quality 

. prioritize Customer Requirements 
. prioritize Technical Descr^ptoed ^ trans]ate higher )evel » whaiv , 

QFD Matrix. These mai t require ments or technical characteristi 

needs into lower lej 1 '^ f the Fig . 9.4. _ 

■O satisfy these needs_ asaro^--— 7 



Technical 

Descriptors 


Interrelationship between 
Technical Descriptors 
(correfation matrix) 
HOWs vs. HOWs 


+9 ® Strong Positive 
+30 Positive 
-3 x Negative 
9 * Strong Negative 
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Customer Requirements! 
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Technical Descriptors 
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Fig: 9.4 QFD Matrix 

I 9.10 TOTAL PRODUCTIVE MAINTENANCE (TPM) ® 

Total productive maintenance (TPM) is a fundamental change ’^.^ veness . 
organization, which focuses everyone towards improved equipment e e 
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•tpM is not a short-term fix, but a lone, everlasting • 

^rformancc through: * blasting journey to best in class factory 


I 


pci 


On-going management commitment 
Increased employee responsibilities 
Cross-functional teams 
Root cause fixes 


. Discipline, standardization and simplification 
• Continuous improvement 


^important Point: Total productive maintenance (TPM) is a maintenance program 
which involve a newly defined concept for maintaining plants and equipment The 
goal of the TPM program is to markedly increase production while, at the same ti, 
increasing employee morale and job satisfaction. 

i . .. • - --. ... 


time, 


TPM was introduced to achieve the certain objectives. The important ones are 
listed below: 

1. Avoid wastage in a quickly changing economic environment. 

2. Producing goods without reducing product quality. 

3. Reduce cost. 

4. Produce a low batch quantity at the earliest possible time. 

5. Goods send to the customers must be non-defective. 

Pillars of TPM: The eight pillars of TPM are shown in Fig. 9.5. 

\ Autonomous Maintenance: Maintenance is performed by the machine 
operator rather than the maintenance staff. Autonomous maintenance includes 
tasks such as: lubricating and tightening machine parts. 

2. Focused Improvement: Focused Improvement is the process of applying 
systematic problem solving methods to manufacturing. The process relies on 
aligning the correct method to the correct scenario. 
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J Ti-aininR’ It ,s a,mi;u ** iu *‘'-»Kni Cc j ^ 

Education and '« * - , s hig h and who has eager to come to °>8ij 

employees whose m ' c(jon f effectively, efficiently and ind 
perform all rc£ I u,rc opc rators to upgrade their skill. It j s not 
Education is given P they should also learn ''Know-w?%tl 
know only achieve the all phases of ski,,.£ . 

employees sh exp crts. 6 al i$t 0 ^ 

create a factory Sche dules maintenance tasks based on predu.. ! « 

4. planned Maintenance.^ 

or measured failure < error detection and prevention ii 

Quality Maintenance J-^fc analysis to eradicate recurring soi 
processes. Apply r0 , 7 

defects- . _ nd Initial Flow Control: It directs practicaJ k nn , 

Early Manage ^" f manufacturing equipment gained through TPM t *He 
and understanding Of ^ ^ ip ment. The small group of employ 
improving the d«.g^ to J ieve regular, incremental improvc m ^k 
together is p* ^ in 

pdwta Control: Main,ain a safe 3,1(1 hea % work,, 

Administrative and Office TPM: Apply TPM techniques to admini strali , 
functions. 
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| 9.11 SIX SIGMA QUALITY ( 60 ) 

• -nma nriffinated from terminology associated with manufacturing 
The n/'^s associated with statistical modeling of manufacturing process! 
sfxsigma^o) is a process improvement set of tools and strategies, originally j 
S A pinned bv Motorola in 1986. Sigma is a measure of goodness: the capability 
ofapresto"produce perfect work". A defect is any mistake that results in 

rncinmer dissatisfaction. 


Of a piLM-C3J v —— . 

customer dissatisfaction. 

S.Important Point: Six sigma seeks'to improve the quality of process outputs by 
identifying and removing the causes of defects (errors) and minimizing variability in 
manufacturing and business processes. 


^ability 
in 



Fig.9.6 Six Sigma measures defects based around the statistical methods 
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cwma indicates how often defats are likely to occur, as shown in Fig. 9.6, a 
• ima process is one in which 99.99966% of the products manufactured are 
Scally cxP^^ "T c 0 defec ‘ s (3-4 defects per million). The higher the 

*"J£ level the l0Wer he dCfeCt rate Tl,e lower ‘he defect rate, the higher the 

^ -fhe maturity a manu ^ acturin S process can be described by a sigma rating 
^eating its yield or the percentage of defect-free products it creates. 

$ x Sign' aRoles: 

Sigma also defines five specific roles for successful implementation. These 


_ Executive Leader 
-Champions 
- Master Black Belts 


- Black Belts 

- Green Belts. 

Specific training courses are widely available to support these roles. 


9.11.11 Six Sigma Processes 

There are two six sigma processes: 

• Six Sigma DMAIC 

• Six Sigma DMADV 

Each term derived from the major steps in the process. 

1, DMAIC. DMAIC is divided into five separate phases. They are Define, 
Measure, Analyze, Improve, and Control as shown in Fig. 9.7. The meaning 
or how the method is implemented is as follows: _ 



Define 


Tv 

Control 


Measure 


Analyze 


Improve 


Rg. 9.7 Six Sigma DMAIC 
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(ii) 


(i) Define: Tb Ent RE PRE n eursh1p 

iho process needed",o”^'"' 0 hi Sh level and 

• SSSs3S5s-»S^sa 

theprocessTque^ion ^‘^^"hTcaus^nd* da,a 'hat ^ ^ 

statistical tools, the hy™ Z& '» 

<> v > mprove: After the d a 2has ***■ ****■ *5 

improve the process. ThiQ cf - a s °lutinn Sl ^g 

continuously to watch n ,„ f Theproce ss should , la 'lv ar - !' 
affected by l nuZboTonl^T" 6 

monitoring the process r,^ • / n ° matter how small ^5° Ce ss Cat1 ^ 
occur and correct them before hT ^ WatCh for v ari a hl' V Cont "Hi a S' 
DMADV-Six Sigma DMADVI 7 S o d ? **C£h£** 

are defines measures, analyzes d est° in, ° five separated 

zZsrjzz ?^ 



Fig. 9.8 Six Sigma DMADV 


(i) 


(ii) 


Define. This stage is supposed to set the project goals that are needed 
to meet customer demand, satisfaction, and the overall strategy of the 
company. 

Measure: This is used to identify the aspects that are important to 
Critical-to-Quality, process capabilities, customer satisfaction, and ns 
of the project in question. 
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Method Improvement and Models 


fUi) Analyze. Data must be analyzed to develop alternative designs as well 
as evaluate certain design capabilities and select the most appropriate 
design. By ana yzing the various alternative processes, it is easier to 
achieve customer satisfaction. 

(jv) Design. In this stage six sigma team members will optimize a design to 
get the most out of it. This involves design modifications, alterations, 
and verification. The goal is to make the best possible to meet customer 
needs and wants. 

(v) Verify. This stage makes sure the design works to perfection by setting 
up trial runs and finally implementing it into full production. Six Sigma 
team members monitor the new design before handing it back to the 
regular process operators. 

g 11.21 Difference between DMAIC and DMADV 


S. 

NoJ 


bat 


1 . 


3. 


r jfil id 


*DMAIC (Define, Measure, 
Analyze, Improve, and Control) 


DMAIC is divided into five 

separate phases. They are Define, 
Measure, Analyze, Improve, and 
Control. 

It is associated with defining a 
business process and its 
applicability. 

It is used for measuring the 
current performance of a business 
process. 

In this, a business process is 
analyzed to find the root cause of 
a defect or recurring problem. 

In DMAIC, improvements are 
made in the business process for 
eliminating or reducing defects. 

In DMAIC, control systems are 
put in place to keep a check on 
future performance of a business 
process. 


DMADV (Defines, Measures, 
Analyzes, Designs, and Verifies) 


The five phases of DMADV are : 
Defines, Measures, Analyzes, 
Designs, and Verifies new processes 
or products that are trying to achieve 
six sigma quality. 

It helps in defining customer needs 
in relation to a product or service. 

It is used for measuring the 
customer needs and specifications. 

In this, a business process is 
analyzed for finding options that 
will help in satisfying customers. 

DMADV, an appropriate business 
model is designed that helps in 
meeting customer requirements. 

DMADV, the suggested business 
model is put through simulation 
tests for verifying efficacy in 
meeting customer needs and 
specifications. 


9.11.31 Benefits of Six Sigma 

There are numerous benefits of six sigma as a way to address issues and problems. 
The most important benefit of six sigma is the reduction in defects that are allowed 
to reach the customer. Other benefits of six sigma include: 
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Focus on customers. ■ 

Improved customer loyalty. 

Reduced cycle time. 

Less waste. 

Data based decisions. 

Time management. 

Sustained gains and improvements. 

Systematic problem solving. 

Employee motivation 

Data analysis before decision making. 

Faster to market. 

Team building. 

Improved customer relations. 

Assure strategic planning. 

Reductions of incidents. 

Measure value according to the customer. 

Better safety performance. 

Understanding of processes. 

Effective supply chain management. 

Design and redesign products/services. 

Knowledge of competition, competitors. 

Develop leadership skills. 

Break-down barriers between departments and functions. 
Management training. 

Improve presentation skills. 

Integration of products, services and distribution. 

Use of standard operating procedures. 

Better decision making. 

Improving project management skills. 

Greater market share. 

Supervisor training. 

Lower costs to provide goods and services. 

Fewer customer complaints. 



IOVilob 

Mvn 


I 9.12 ENTERPRISE RESOURCE PLANNING (ERP) ■ 

r\ \ 

When computers came in 1960s, they were mighty and costly machines and needed 
special skills to operate. Big companies used them for the purpose of handling 
business data; work like ledgering was performed on them. Enterprise resource 
planning software, or ERP, aims at giving an integrated software solution to all 
business aspects. , ud^i; 

. c jibpw 
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r. Method Improvement and Models 

, | Meaning and Definitions of ERP 


H^risc resource planning (ERP) is dcfi . . 

Zrting technique used in organizations and enw mt ° 8ralcd computer base 
J^urcc planning .Resources here mean both intemalan^ 0 " mana 8enient an 
U» nizi,(,on w Vanous resources of an orgaSL 1 CXtcrnal resources, 
Source, tangible resource human resource anri " , Can includc ^nanci 

£niir«ments. Bas,cal| y ' vha t ERP systems do is thaf " d also various materi- 
Jesses within an entire organization regardless oahi' nte8rates and automate 

Resource P, 


— / a s given 
The Associati 


nrt )c-esses \vi. .- ^{jcmization regardless r,r n."-6 lcUes an 

" a traditional definition of Enterprise Re the organization 
American Production and Inventory Controls'll Plannin g (ERP) 
^Operations Management, is giv^n below. fy ' (APICS ) “The. 

' ^important Point: "ERP is a method for effective ' • : - 

needed to take, make, ship and account for customer orderZirt'a^ "Z COHtn * °f M ™oun 
WiceCcm- ..American Production and lnventZTc^J' di ? Mbuti °>' 

ERP can also be defined as: ° Societ y(APIC 

jilmportant Point: "An ERP system is an attenwt m ■ ? 
let single computer system ^ 

‘An application and software architecture time f *P ccl ficneeds." 

business functions inside and outside of nv, ‘J aalltnt ^ Information fin,,,, u *. 

into a uniform system environment." S a >nzation. It con ^lidateZbusinZsTenZmm l 

ERP are used in various industries and 
distribution, transportation p h„. a ° r ganizations lii„ 

delivers a single database that rnnr 1 IOn ' llea,dl care, banking ^ anuf acturir 

bill of material to co^ 

production targets c tor n P the 'Material requiremo ? 8 ° n com P 1( 
of materials S Id, ^ “ hand ' ordering poshi™ . consid orir 
control, cost managem^nt^^ 7 ' VVOrkf| 0 'v managen? 0 ?'" 8 ' bil 

« of 8 ° ods ' s 
«•» mana8emem - acc “"' 
«: 

ERPc^ctoT’ rojslerin «b™S n res0urces - Payroll, training 
>CSL U S ns i" * button that addressed al 
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ENTREPRENEUHSHIP AND Manacuh,. 

extending informntion exchange beyond the boundaries 0 f 
establishment itself. e 


Fig. 9.9 ERP System 


9.12.21 Major Reasons for Adopting ERP 


Integrate financial information. 

Integrate customer order information. 

Standardize and speed up operations processes. 

Reduce inventory. 

Standardize Human Resources information. 

It may also integrate key customers and suppliers as part of the enterprise's 
operation. 

It provides integrated database and custom- designed report systems. 

It adopts a set of "best practices" for carrying out all business processes. 


Advantages of Enterprise 


Resource Planning (ERP): 


Ease of use. 

General purpose. 

Totally integrated system. 

Readymade solutions for most of the problems. 

Integration of all functions already established. 

Dependency on Human Resources eliminated. 

Suppliers and customers can do online communication. 

In India, IGNOU has become the first central University in the countryto 
integrate all its business process in back office automation by 
Enterprise Resource Planning (ERP) successfully at its headquarters in e 
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Review Questions 




thc various steps in method improvement? 

\^ arC * ration management. 

tsp ,a,n c ne cd to provide various allowances in determining of standard time. 
pi* 00 oconcc pt of total quality management (TQM). 

£q>la» n jjfferent components of cost of quality? 

^'’^pproach! 

W ' ain .eQFDandTPM? 


yVha 1 arL note on application of six sigma in production. 

a- ^thefollowing: 

9 E<P ,a j productive maintenance (TPM) 

t six sigma quality ( 60 ) 


Enterprise resource planning (ERP) 
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(Basic Concepts of 

(Entrepreneurship 


| 10.1 INTRODUCTION 

The concept of entrepreneurship has develop^ 
over the years. Many factors have contributed t 0 
on thc high unemployment rate while formal vva g0 

of Entrepreneurship empIoyme nt is decreasing very fast. Self 
employment is also alike entrepreneurship fh al 
is increasing and offering more job opportunities. 
Thus as an individual, should endeavour to learn 
the basic skills involved in entrepreneurship t 0 
help to set up your own business or enterprise. 
An exposure to entrepreneurship skills will 
Types of Entrepreneur stimulate others towards different opportunities 
=> Functions of Entrepreneur beside wage employment. Besides, the skills one 
Merits and Demerits of a should guide your everyday work and 
good Entrepreneur experiences develop youi entrepreneurial traits 

Entrepreneurship that motivate you to establish your own 

=> Definition and Meaning enterprise and subsequently create jobs for others 

- Evaluation of and improve upon your own quality of life and 

that of your families through better job 
opportunities. This unit is interesting and 
practical. You can use the ideas and skills in your 
everyday life. 


gUfitesi Outline g$ 


■ Introduction 

■ Concepts 

■ Entrepreneur 
=> Definition and Meaning 
=> Characteristics of 

Entrepreneur 
=> Key Qualities of 
Entrepreneur 
=> Types of Entrepreneur 


Evaluation 
Entrepreneurship 
=> Nature and 

Characteristics of 
Entrepreneurship 
=> Importance of 
Entrepreneurship 
=$► Entrepreneurship and 
Economic Development 
Enterprise 

=* Definition and Meaning 


110.2 CONCEPTS OF 

ENTREPRENEURSHIP 


In order to know what being enterprising is 
.all about we need to understand the following 
Definition and Meaning terms- Entrepreneur, Entrepreneurship, and 
Objective of enterprise Enterprise. The concepts of entrepreneurship can 
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^Concepts o» Enttotoe^^ 

Entrepreneur An entrepreneur is , BB 

z Entrepreneurship: It can be defined k „ h ° S 

==^^ A ^=»3K=S£ 

3 . Enterpnse: An enterprise is the busing P 

provides goods and services ^ ? ° r8anizati on that is form^ ^ , 

| 10.3 entrepreneur 

The word 'entrepreneur' is derived from He. M 

means between takers. Entrepreneur is ano ( ;™o7S^~ WhiCh 

10.3.11 Definition and Meaning 

An entrepreneur is an enterprising inrT h 

He is the person who starts an enterprise^Hp^ W !*° builds ca P ital through risk 
it Entrepreneur in E„g,i sh is a , era ™ d e change and respite 

a new venture or enterprise and holds the entire rf* T ,° ‘ S “"‘"8 >° launch 
A number of definitions have been eivpn r P ° nsiblllt y for the outcome. 
The sociologists feel that certahf Z entre P™<*r: 

entrepreneurship. The economists view him TsTfn? 1 ^! and cuItures promote 

with land, labour and capital. Others feel that eff f faCt ° r ° f P roducti on along 
come up with new ideas for products markets are inn °vators who 

Some definitions of an entrepreneur are listed below^' 

^Important Point: "An entrepreneur is a person who na, K , • 
resell it at an uncertain price, thereby nmkinv dnric ■ . P ^ certain price for a product to 

while consequently admitting the risk of enterprise"™ obtainin 8 ™d using the resources 

■ An entrepreneur is an economic avent mhn n Richard Cantillon 

labour of another and the capital of yet another md tlm^^ pwduction - land of one, the 
product in the market he pays rent of land ioao « i , if produces a Product. By selling the 

| 

entrepreneur is an entrepreneur within an already established organization". G . Pinchot 

framed ^ 0rd ' entre P re '>e u r' has been taken from the French language where it 

“•terlainmenk oTfn H TT!, n deSignatC “ or § anizer of m>Sicfl or other 
in similar h." 8 ‘ D,ct,onar >' (in 1897 > als ° defined an entrepreneur 

who ' Ret$ L e dlrector or a manager of public musical institution one 
gets -up entertainment, especially musical performance''. In the early 
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r ’ ' Entrepreneurship and Management Con 

1A(h _ nlun , i t wa s applied to those who were engaged in military exp C dj ti • 
was'extended to cover civil engineering activities such as constru ctioi , n Ml 

fortification in the 17"'century. f> 

Richard Cantillon, an Irish man living m France, was the first who i„ tro , 
•entrepreneur' and his unique risk-bearing function in economics i! ? 
h a ; r 18 , cent L. He defined entrepreneur as an agent who buys facto' 1 * 
early lo y 0 rder to combine them into a product with a ^ of 

fSS; uncertain prices in future. Knight also described entrepreneur S' 
0 spS^ g oup of persons who bear uncertainty. Uncertainty is define^ 
risk Wh ch cannoE be insured against and ,s incalculable. He thus, draw' 
distinction between ordinary risk and uncertainty. 

10.3.21 Characteristics of Entrepreneur 

Entrepreneurs are different from each other, but successful entrepreneurs sh arc 
certain common characteristics. Not all of them have developed each of the 
foC„g to the same degree, but they tend o have developed most of th em lo 
some degree. Here are some common characteristics of successful entrepreneurs 

as shown in Fig. 10.2. 



2 . 


Fig. 10.2 Characteristics of Entrepreneur 

An eye for opportunity: Many entrepreneurs start by finding a need and 
quicldy satisfying it. They do things before other asked to work by peop 

forced by situation. t 

Clear objectives: He must have clear objectives as to the exac n 
business or the nature of goods to be produced. 
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■' • :i 


3. 


4. 


5. 


8 . 


dependence: Even though most entrepreneurs know how to work within 
•he framework for the sake of profits, they enjoy being their ownboss™" " 
Communication ability: He should have good communication skills which 
means both the sender and the receiver should understand each oThert 
message. 

Self-confidence: Entrepreneurs must demonstrate extreme self-confidence 
in order to cope with all the risks of operating their own business 

mformation seeking: An entrepreneur undertakes personal research on how 
to satisfy customers and solve problems. He knows that different people have 
different capabilities that can be of help to them. He seeks relevant information 
from his/hei clients, suppliers, agencies, competitors and others. He always 
wants to learn things which will help the business to grow up 7 

7. Commitment to work: An entrepreneur will work long hours after into the 
night just to be able to keep his promise to his client. He does the work together 
with his team to get a job done. He knows how to make people happy to 

work for him/her due to his dynamic leadership quality. r 

Systematic planning and monitoring: An entrepreneur makes plans according 
to his expectations in the business. He does not leave things to luck He plans 
by breaking large tasks down into small once and puts time limits against 
them. Since an entrepreneur knows what to expect at anytime he is able to 
change plans and strategies to achieve what he aims at. 

Judgment: Successful entrepreneurs have the ability to think quickly and make 
a wise and appropriate decisions. 

Ability to accept change. Change occurs frequently when you own your own 
business, the entrepreneur thrives on changes and their businesses grow. 
Human Relations: He must maintain good relation with his customers, 
employees, etc. To maintain good relationship he should have emotional 
stability, personal relations, tactfulness and consideration. 

Discipline: Successful entrepreneurs resist the temptation to do what is 
unimportant or the easiest but have the ability to think through to what is the 
most essential. 

Technical Knowledge: He should have sufficient technical knowledge and 
skills. 

14. An appetite for hard work: Most entrepreneurs start out working long, hard 
hours with little pay. 

15. Focus on profits: Successful entrepreneurs always have the profit margin in 
sight and know that their business success is measured by profits. 

10.3.31 Key Qualities of an Entrepreneur 

Being an entrepreneur is about more than just starting a business and the drive to 
succeed in business. All successful entrepreneurs have a similar way of thinking 
posses several key personal qualities that make them so successful in business. 
AH successful entrepreneurs have the following qualities as shown in Fig. 10.3: 

1- Inner drive to succeed and self- confident: Entrepreneurs are driven to 
succeed and expand their business. They see the bigger picture and are often 
very ambitious. Entrepreneurs set massive goals for themselves and stay 


10 . 


11 . 


12 


13 




: 



Scanned by (JamScanner 











_ Entrepreneurship and Management c 0N 

committed to achieving them regardless of the obstacles that ect • 

Self confidence is a key entrepreneurial skill for success. It is easy? ^ ' v *» 
demoralized, frustrated and resentful if you lack seIf-confide° 
confidence is concerned with how a person feels about his ability a ^ ^®!f« 
entrepreneur believes in his abilities. Ucce ssfyj 

Strong Belief in themselves and must know how to rise again 
stumbles: Failure is not the end of the game. Instead, it should be c • 
as a challenge and as the start of another business chapter. ThrouehT • ^ 
one learns to cope up and recover, as experience is gained at each circu a ' Ur ° S ' 
Successful entrepreneurs have a healthy opinion of them and oftenT^' 
strong and assertive personality. They are focused and determined t ^ aVe a 
their goals and believe completely in their ability to achieve them tk C - Ve 
optimism can often been seen by others as ostentation or arroe ^ Se ^ 
entrepreneurs are just too focused to spend too much time thinkin 
unconstructive criticism. ° a DOut 


Accepting 

criticism 

and 

rejection 


Competiti¬ 
ve and 
creative by 
nature 


Risk 

taking 

Takers 


An eye 
for 

opportunity 


Self- 

confident 


Key 

Qualities 
of an 
entrepren 
eur 


Strong 

belief 


Responsi¬ 
ble and 
goal- 
oriented 



ideas, 

innovation 

and 

resourcetui 


Hard working, 
Motivated and 
Energetic 


Fig. 10.3 Key Qualities of Entrepreneur 

3. Search for New Ideas, Innovation and Resourceful: All entrepreneurs have 
a passionate desire to do things better and to improve their products or 
services. They are constantly looking for ways to improve. They are creative, 
innovative and resourceful. Just like the foregoing attribute, they must learn 
how to stand up from a fall, must have enough courage to recover and face 
the business fray once more. In the process, as they continues, they are also 
ought to discover, invent and devise ways on how to correct their previous 
mistakes and so prevent them from recurring. 

4. Hard working. Highly motivated and energetic: Successful entrepreneurs 
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Smpletc it. Getting things done is the vital linCwSLXnS 
motivation. The high standards and ambition of many entrepreneur demand 


that they have to be motivated! 


e Responsible and goal-oriented: Successful entrepreneur; trv fn a r 

5 ‘ responsibility for their actions. They know what they are today aid whit 
they are going to be tomorrow depend solely on themselves as it is the 
outcome of their own choices and decisions. They are proactive people, who 
set goals, walk an extra mile to achieve them and above all rely on their own 
resources and abilities. Successful entrepreneurs are capable of leading people 
and get work done by them. They use a combination of various methods- 
effective motivation, planning, coaching and evaluation- to lead people They 
are concerned about the wellbeing of others and easily get along with people. 
Risk taking. Risk taking-successful entrepreneurs must have ability to face 
with any risk, evolved fiom the action taking. And also, they must capable to 
find out any new solutions in their business matters or problems. 

7 . Competitive and creative by nature: Successful entrepreneurs thrive on 
competition. The only way to reach their goals and live up to their self imposed 
high standards is to compete with other successful businesses. Creativity is 
the ability to use your insights and come up with new solutions to old 
problems, get things done in different way or find a totally different approach 
for conventional things to work together. Entrepreneurs need creative thinking 
ability virtually in everything. Each new product, each new marketing method, 
each business decision-all these are fertile ground for creative thinking. 

8 . Accepting Criticism and Rejection: Innovative entrepreneurs are often at 
the forefront of their industry so they hear the words "it cannot be done" 
quite a bit. They read just their path if the criticism is constructive and useful 
to their overall plan, otherwise they will simply disregard the comments as 
pessimism. Also, the best entrepreneurs know that rejection and obstacles are 
the part of any leading business and they deal with them appropriately. 


10.3.41 Types of Entrepreneur 


Types of entrepreneurs can be classified on different basis as shown in Fig. 10.4. 
The entrepreneurs who come under this basis are as follows: 



Fig. 10.4 Types of Entrepreneur 
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Entrepreneurs based on type of business: The entrepreneurs 
business types are as following: ° n the 

(i) Business entrepreneur: These convert ideas into reality d ■ 

manufacturing and trading aspect of business (LG, Samsu ''**** Ml 

(ii) Trading entrepreneurs: Undertake trading activities but n ° tc )- 

with the manufacturing work. Identify potential markets C ° ncer neri 
demand for its product line and creates a desire and into S,inil %! 
buyers (C&F agents, dealers). rcst aifio,, 

(iii) Industrial entrepreneur: Undertakes manufacturing activities 

product development etc. (textile, electronics, etc). S ° nI ynevy 

(iv) Corporate entrepreneur: Interested in management part of ore 

exceptional organizing, coordinating skills to manage a 
undertaking (Ambani's, Tata's, Birla's). 0r P°rat e 

Entrepreneurs based on expertise: The entrepreneurs on the base of 
types are as following: ex P e rtis e 

(i) Professional entrepreneurs: Focus more on establishing a busin 
not in managing or operating it. Sell out the running business and^ ^ 
another venture with the sales proceeds. Conceive new ideas to d St3rt 
alternative projects. ev dop 

(ii) Technical entrepreneur: Production oriented, possesses inno r 
skills in manufacturing, quality control, etc. Va 1Ve 

(iii) Non technical entrepreneur: Develops marketing, distribution fac'l r 
and strategies. 1 l les 

3. Entrepreneurs based on motivation levels: These can be classifvin 
following: r 8 a s 

(i) Pure en trepreneurs: Moti va ted by psychological and economic reward 
Undertake an entrepreneurial activity for his personal satisfaction 
work, ego or status. In 

(ii) Spontaneous entrepreneur: Born entrepreneurs with inborn traits of 
confidence, vision and initiative. 

(iii) Motivated entrepreneurs: Influenced by the desire for self fulfillment 
They come info being because of the possibility of making and marketing 
of some new product for the consumer. ® 

Growth: The entrepreneurs on the base of growth are two types: 

(i) Growth entrepreneur: One who enters a sector with a high growth 
rate is a positive thinker. 

(ii) Super growth entrepreneur: One who enters a business and shows 
quick step and upward growth curve. 

5. Other: Some other types of entrepreneur are: 

(i) Social entrepreneur: A social entrepreneur is motivated by a desire to 
help, improve and transform social, environmental, educational and 
economic conditions. 

(ii) Serial entrepreneur. A serial entrepreneur is one who continuously 
comes up with new ideas and starts new businesses. In the media, the 
serial entrepreneur is represented as possessing a higher propensity 
for risk, innovation and achievement. 














of Entrepreneurship 


Lifestyle entrepreneur: A lifestyle entrepreneur places passion before 
(i$ k 1 vvhen launching a business in order to combine personal interests 

and talent with the ability to earn a living. 

■ functions of Entrepreneur 

10 - 3-5 ■ 

reneur is a person who has control of a new enterprise, venture or idea 
^ n eflt re P nta ki e f or the inherent risks and the outcome. Some of the major 

and iS aC nf an entrepreneur are as shown in Fig. 10.5: 
functions o 1 



Opportunity and 


action 


Turning ideas 

Feasibility study 

Resourcing, 


Distribution 

into action 

and 

Management 


Production and 

Feasibility study 

Planning 

and Growth 


Organization 


Fig. 10.5 Functions of Entrepreneur 


1 . 


3 . 


Identifying entrepreneurial opportunity: There are many opportunities in 
the world of business. These opportunities are not realized by common man, 
but an entrepreneur senses the opportunities faster than others do. These are 
based on human needs like food, style, education, etc., which are constantly 
changing: An entrepreneur therefore, has to keep his eyes and ears open and 
require imagination, creativity and informativeness. 

Turning ideas into action: An entrepreneur collects information regarding 
the ideas, products, practices to suit the demand in the market. He should be 
capable of turning his ideas into reality. Further steps are taken to achieve the 
goals in the light of the information collected. 

Feasibility study: The entrepreneur conducts studies to assess the market 
feasibility of the proposed product or services. He anticipates problems and 
assesses quantity, quality, cost and sources of inputs required to run the 
enterprise. Such a blue print of all the activities is termed as a 'business plan' 
or a 'project report'. 

4. Planning of the project: He is the organizer to conceive the idea of launching 
the project and to program the structure of business. 

5. Resourcing: The entrepreneur needs various resources in terms of money, 
machine, material, and men to running the enterprise successfully. An essential 
function of an entrepreneur is to ensure the availability of all these resources. 

6 . Setting up of the Enterprise: For setting up an enterprise the entrepreneur 
may need to fulfill some legal formalities. He also tries to find out a suitable 
location, design the premises, install machinery and do many other relevant 
things. 

7 > Management: The entrepreneur is also responsible for the management of 
business. He tries to have a least cost combination of factors of production, 
face Risks: He faces uncertainly and bears risks in his business uncertainly 
comprising those risks against which it is not possible to insure. He also faces 
risk of other producers may enter the market 
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il 

rmwth and Development: Once the enterprise achieves its desired 
Iheenlrcmeneur has to explore another higher goal ton s proper g*^ 
development. The entrepreneur is not sa .shed only wUh achieving , s> 

but constantly strives for achieving excel ence. *> 

Distribution of Rewards and sale of products. He is respo nsibI 
di r buting the rewards to all factors of product,on. He pays the reward ' 
li e shape of rent, wage, and interest and bears the nsk of profit or loss hi mse J 
An entrepreneur is also responsible of marketing and advertising. He ^ 
to maximize his profits by selling his product in the market. 

Scale of Production: He decided the scale of business in according with th„ 
provision of capital. Then, he takes the decision of what where and how to 
produce goods. 

Toint stock Organization: In a partnership, the entrepreneurial functions are 
divided between the partners. But in public limited company, the board of 
directors takes this responsibility with nationalized enterprise; the 
entrepreneurial decisions are left to the government or a body to which 
government has delegated its powers. 


10.3.61 Merits and Demerits of a good Entrepreneur 

Entrepreneur enjoys the freedom of making their own business decisions and 

becoming their own bosses. In addition he also gains the stability and control that 

could never be achieved as a regular employee. The merits and demerits of 

entrepreneur are as following. 

10.3.6. J Advantages of Entrepreneurs: 

1. Excitement: If compared with regular employees, entrepreneurs enjoy much 
excitement beginning from the planning stage of the business up to 
development and realization. Thrill-seekers obviously love being 
entrepreneurs as they are exposed to too much risk. 

2. Salary Potential: Entrepreneur earns money that is equal to their efforts. On 
other hand most people who are employed generally feel that they are not 
being paid for the work they do. In addition they must follow the salary 
structure set by their employers. 

3. Flexibility: Having control of work schedules and commitments makes the 
life of these entrepreneurs fortunate. They are able to take vacations anytime 
and spend much quality time with their families. 

4. Independence: Some people wish to be their own boss and make all the 
important decisions himself. For people who love the idea of not being 
accountable to anyone else but themselves, becoming an entrepreneur would 
surely be wonderful. They would be able to make decisions without the 
pressure of getting fired. 

5. Salary potential: Generally, people want to be paid for the amount of work 
they do in full and they do not want to be short-changed. 

6 . Freedom: Entrepreneurs can work whenever they want, wherever they want, 
and however they want. 
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10.3.6.2 Disadvantages of Entrepreneurs: 

lt No Regular Salary: When you start a busing 

leave behind the security o£ having a paycheck sbou ^ be prepared to 
entrepreneurs experience lean months when lir month ‘ Even successful 
taken up by the new business. 1 financial resources are being 

2 Work Schedule: Although they have i 

entrepreneurs also make sacrifices esneciallv^ 11 ^ ° f . a flexibIe schedule, 
them to work longer hours. Unlike regular emnk!" 8 Slh ? tions that require 
too much about the status of the business eni™ P yGGS who are not wor ried 
everything is going well. SS ' entre P re neurs must make sure that 

3. Benefits: There will undoubtedly be fp WP r c- L 

considering that your business will be just starting off" S ' eSpecia,l y when 

4. Administration: Because they own the business, all major decisions are made 
by entrepreneurs. Thui is quite a burden and handling such responSbZls 
quite difficult. Every decision directly affects the future of thefr businesses 
and avoiding costly mistakes is imperative. 

After comparing the advantages and disadvantages, you will have to decide 
if you can realistically handle all the responsibilities of owning your own 
business aside from being prepared for all the risks you have to take. But if 
you look closely, being an entrepreneur is still desirable especially with the 
sense of fulfillment and accomplishment they gain from beating all odds and 
overcoming all challenges. As long as you have passion and commitment, 
you will be able to handle these disadvantages beautifully. 


I 10.4 ENTREPRENEURSHIP WM 

Entrepreneurship can be defined by describing what entrepreneurs perform. 
Entrepreneurship can be described as a process of action an entrepreneur 
undertakes to establish his enterprise. 

X Im portant Point: "Enh’epreneurs use personal initiative, and engage in calculated risk¬ 
taking, to create next) business ventures by raising resources to apply innovative new ideas that 
solve problems, meet challenges, or satisfy the needs of a dearly defined market." 

Entrepreneurship involves bringing about change to achieve some benefit. 
This benefit may be financial but it also involves the satisfaction of knowing you 
have changed something for the better. 

I "^Important Point: "Entrepreneurship is essentially the act of creation requiring the ability 
I' to recognize an opportunity, shape a goal, and take advantage of a situation. Entrepreneurs plan, 

\ persuade, raise resources, and give birth to new ventures. 


Entrepreneurship is a creative activity. It is the ability to create and build 
Wething from practically nothing. It is an ability of sensmgopportumty where 
there see contradiction and confusion. Entrepreneurship is e a ® 

» opportunities, take calculated risks and obtain benefits by seihng up a 
»ture. It comprises of numerous activities involved in conception, creation and 

Unn *ng an enterprise. 
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y i *n ic m cant the function of seeking investment unu pwuuawn oppffijmm 

■ •B.lrepm rnrshtp * ” % a mo production process, raising capital. hiring fcJ* 

organizing an enterprise “‘“"“.J introducing a new technique and ammoMM 

*** md sc,ecH " s top ° fday ,0 day Tfri 

the enterprise." - 

. ic a process. It is not a combination of some stray incident 
Entrepreneur p J ized sea rch for change, conducted after sysf ematj ' 
It is the purposeful an g | ment Entrepreneurship is a philosophy 

analysis of oppor ^ therefore it can exist in any situation be « 

bu-nSrelen; or in 1 2 3 the field of education, science and techno,ogy “ 
poverty alleviation or any others. 

10.4.11 Evaluation of entrepreneurship 

Entrepreneurship is an elusive concept. Emergence of entrepreneurial class is as 
old as our ancient history itself. History of entrepreneurship and emergence of 
entrepreneurial class in India may be presented in two sections as shown in the 

Fig. 10.6: 



Fig. 10.6 Evaluation of entrepreneurship 


1. Entrepreneurship during pre-independence: Before India came into contact 
with West Indian towns were mostly religious and aloof from the general life 
of country. Organized industrial activity was observable among the Indian 
artisans in a few recognizable products in the cities of Banaras, Allahabad & 
Gaya Puri. Mirzapur much prestigious Indian handicraft industry which was 
basically a cottage and small sector declined at the end of the 18 lh century for 
various reasons. Some scholars hold the view that manufacturing 
entrepreneurship in India emerged as the latent and manifest consequence of 
east India company advent in India. 

2. Entrepreneurship during post-independence: Several entrepreneurial phases 
in India have passed since independence. A slow pace of development was 
reflected in the late 1950s and early 1960s, as the entire economy was changing 
from an agro based economy to an industrialized economy. Soon after that 
the upcoming entrepreneurs got support from the government as well. A 
number of SSI sprouted up in late 1960s and 1970s. Here an intensive 
movement was initialized for further promotion of entrepreneurship. Finally, 

in 1980 India was able to liberalize imports and began with small and medium 
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10 .4* I Nature and Characteristics of Entrepreneurship 

To understand entrepreneurship in business and industry it is important to 

“^pursrip rerpllTdbe^r^ 5 ^' ThC m ° St ‘ of 

RiskTakmg (Accepting): Giving birth to a new enterprise involves risk. Doing 
something new and different is also risky. The enterprise may earn profit or 
incur loss, which depends on various factors like changing customer 
preferences, increased competition, shortage or raw materials, etc. An 
entrepreneur needs to be bold enough to assume the risk involved and hence 
an entrepreneur is a risk-bearer not risks avoider. This risk-bearing ability 
keeps him to try on and on which ultimately makes him to succeed. The 
Japanese proverb Fall seven times, stand up eight" applied to entrepreneur. 
Innovation: Innovation is doing something new or something different. 
Entrepreneurship uses inventions and adopts innovations in the organization 
For example m order to satisfy the changing needs of the customers, nowa¬ 
days fruit juice (mango, apple, etc.) is being served in tins, instead of bottles 
so that customers can carry it and throw away the containers after drinking 
the juice. 

Manage money wisely. The lifeblood of any business enterprise is cash flow. 
We need it to buy inventory pay for services, promote and market your 
business, repair and replace tools and equipment, and pay yourself so that 
you can continue to work. 

Remember it is all about the customer: The business is not about the prices 
that you charge for your goods and services and not about your competition 
and how to beat them. Your business is all about your customers, or clients, 
period. 

Project a positive business image: The moment passing makes a positive 
and memorable impression on people with whom you intend to do business. 
The owners must go out of their way and make a conscious effort to always 
project the most professional business image possible. 

Invest in yourself: Top entrepreneurs buy and read business and marketing 
books, magazines, reports, journals, newsletters, websites and industry 
publications, knowing that these resources will improve their understanding 
of business and marketing functions and skills. 

8. Sales benefits: Pushing product features is for inexperienced or wannabe 
entrepreneurs. Selling the benefits associated with owning and using the 
products and services you carry is what sales professionals worldwide focus 
on to create buying excitement and to sell, sell more, and sell more frequently 
to their customers. Advertising, sales presentations, printed marketing 


4. 


5. 


6 . 


7. 
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materials, product packaging, website, newsletters, trade ,h, ° H % 

signage are vital. )Vv 

9. Design workspace for success: Carefully plan and design off ^ 
to ensure maximum personal performance and productivity 
to project professionalism for visiting clients. n °' if 

10 Ability to multitask: It's difficult for most business owners not t n ^ 

on approach. They try to do as much as possible and tackle as m <%h 
possible in their business. The ability to multitask, in fact, i s a ^ ny 
shared by successful entrepreneurs. On ^o n , r * 

11 Follow-up constantly: Constant contact, follow-up, and follow th 

customers, prospects, and business alliances should be the manf° U8h H 
home business owner, new or established. Constant and consistent ° f % 
enables you to turn prospects into customers, increase the val Uc 0 f v ' u p 
and buying frequency from existing customers, and build stronge 
relationships with suppliers and your core business team. Foil bUsinc ss 
especially important with your existing customer base, as the real woT^ 13 is 
after the sale. It's easy to sell one product or service, but it takes work? ^ 
customers and keep them coming back. to r etai n 

10.4.31 Importance of Entrepreneurship 

Entreprencurism has been found to be a vital part of the econ 
Entrepreneurship is increasingly recognized as an important driver of econo^’ 
growth, productivity, innovation and employment, and it is widely accepted^ 
key aspect of economic dynamism: the birth and death of firms and their growth 
and downsizing. As firms enter and exit the market theory suggests that the new 
arrivals will be more efficient than those they displace. Existing firms that are not 
driven out are forced to innovate and become more productive in order to compete 
Entrepreneurship is important in following way: 


1. Provides employment: Wealth and a high majority of jobs are created by 
small businesses started by entrepreneurially minded individuals, many of 
whom go on to create big businesses. Often hold a view that all those who do 
not get employed anvwhere jump into entrepreneurship. 

2 Key driver of economy: People exposed to entrepreneurship frequently 
express that they have more opportunity to exercise creative freedoms, higher 
self esteem, and an overall greater sense of control over their own lives. As a 
result many experienced business people political leaders, economists, and 
educators believe that fostering a robust entrepreneurial culture will maximize 
individual and collective economic and social success on a local, national, 
and global scale. 

5. Contributed towards research and development system: Many' innovations 
are due to the entrepreneurs. Without the boom of inventions the world would 
have been a much dry place to live in. Inventions provide an easier way d 
getting things done through better and standardized technology. 

L Wealth for nation and for individ ual*; - All individuals who search busing 
opportunities usually create wealth bv entering into entrepreneurship. *■* 
wealth created by the same plav a considerable role in the development 
nation. The business as well as the entrepreneur contributes in 
way to the economy, may be in the form of products or services or boos* 
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[ basic Concepts op Entrepreneurship 

the GDP rates or tax contributions Thn • ;*B3 

also a great help to the nation. ' ,dcas ' th °ughts, and inventions are 
5 . improvement in per capital income- Ernmn, 

for opportunities. They explore and'ex D loT T™* arc alwa y s ^e lookout 
the increase of the overall productivityand ^ ° pportunities - It will result in 
Improvement in the standard of liv*' ? n CapUa income in the countiy. 
resources, they start producing more rfvLu* makin 8 efficient use of the 
costs. This enables those to ensure easv nva i ut 113 ^ and that too at lower 
at lower prices to the consumers which rn n! 3 ' ° f bettcr <I ualit y Products 
standard of living of the people. su,t m the improvement in the 

Provides self sufficiency: The entreore 

but also provide great standards of ZT* ? 0t ° nIy become self sufficient 
opportunity to a number of people workma n empl °y ees - 14 provides 
8 . Facilitating overall development- With the 16 ° rsanizatlon - 

process of industrialization is set in motion t!™" 8 Up ° f an enter P r ise the 
for various types of inputs required bv it Lho Umt wlU 8 enerate demand 
units which will require the outpi/of this unT S ° many ° ther 
development of an area due to inrroacn • Umt ’ Thls eads to overall 
and more units there. Entrep “ H 3011 Settin 8 U P ° f 

enthusiasm and convey a sense of ournL tu- Create an environment of 
overall development of that area. P 1S 81VGS future impetus to the 

10.4.41 Entrepreneurship and Economic Development 

^Important Point: "Economic develop 


7. 


is a cause 


ment is the effect for which entrepreneurship 

. „ E "* re P reneurshi P helps in the process of economic development in the 
following ways as shown in Fig. 10.7: ^ 1 in tne 


Better 

standards of 
living 


Creating 
innovation . 

\ J 




Entrepreneurship \ 
and economic 
development 

* 



Fig.10.7 Entrepreneurship and Economic Development 

1. Employment: Unemployment is the problem of any nation. Entrepreneurs 
generate employment both directly and indirectly. Directly, self employment 
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1 * v " '°~ r *tt£a' , z r tt m i m r* a rt** ^ p# ? ^"iisrr'* 

EKTKKPRRNWnWHtP AND MaSM^ KSj 

35 an cnlrcpn?ncur (Indfndlrcdly by Slflrling many industrial Unj( 

jobs to millions. So, entrepreneurship is the best way to f| K h, 
unemployment. ,hta3 * 




4. 


National Income: National income consists of the commodities and 
produced in the country and imported. An increasing nl>, 
entrepreneunsm is required to meet this increasing demand f 0r „ !j^or of 
services. Tlius entrepreneurship increases the national income of aiw S ^ 
Balanced Regional Development: Public benefits like transport 
health, education, entertainment and industries arc concentrated in aC f i,ie? , 
cities, development gets limited to these cities. When the new on trepan 
grow at a faster rate, in view of increasing competition in and around CUriS ' n 
they arc forced to set up their enterprises in the smaller towns away f r 
cities. This helps in the development of backward regions. 0ni ^’g 

Dispersal of economic power Developing a large number of entreprenej, • 
helps in dispersing the economic power amongst the population. Thus it In ^ 
in weakening the harmful effects of monopoly. e Ps 

5. Better standards of living: Entrepreneurism helps to produce goods at I 0 \ v 
cost and supply quality goods at lower price to the community accordin f 
their requirements. When the price of the commodities are lesser the consurn ° 
get the power to buy more goods for their satisfaction. In this way they 
increase the standard of living of the people. 

6. Creating innovation: An entrepreneur is a person who always tries to 
introduce newer and newer technique of production of goods and services 
An entrepreneur brings economic development through innovation. In short 
the development of the entrepreneurship is inevitable in the economic 
development of the country. 


I 10.5 ENTERPRISE 


An enterprise is the business organization that is formed and which provides 
goods and services, creates jobs, contributes to national income, exports and over 
all economic development. Entrepreneur is a person who starts an enterprise. 
The process of creation is called entrepreneurship. The entrepreneur is the actor 
and entrepreneurship is the act. The outcome of the actor and the act is called the 
enterprise. 


10.5.11 Objectives of enterprise 

We here classify the objectives of enterprise under three heads and then examine 
them briefly as shown in Fig. 10.8. 



Fig. 10.8 Objectives of enterprise 
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g^sic Concepts op Entrepreneurship ^L_ _ 

t Economic Objectives. Business, as we k 

The major economic objectives to bo nrK° W ' s P rimar 'ly an economic activity. 

• Profit earning Cvc< ^ by business are: 

• Creating markets 

. Technological improvements 
2 . Social Objectives. The social objectives of u • 

more recognition with each passinevpar 1? DUSlness are gaining more and 

are as follows: ' e main social objectives of business 

. Supply of standard quality of goods 
. Avoidance of anti-social and unethical practices 

. Provtston of generating more employment 

• Cooperation with the government 

. Optimum utilization of national resources 
Human Objectives. The human objectives of business are that- 

. The employees working in a business should be fairly rewarded 

• A healthy climate is rrpaf^ri k, . , y iewdraea ' 

employers, by provldln g opportunities to the 

. The employees should have say in the affairs which directly affect them 

• Usem^oytT ™ St 8“beyondmaterfalbenefits 

NaHonal Objectives.Every business whether operating on small or lareescale 
must have an obhgahon towards nation also by achJL nationals Sch 
as promotmg social jushce, increasing valued added goods for exports flnchng 
out better and cheaper substitutes for imports and helping ,n n„eas nf 
exports for bu.ldmg the foreign exchange reserves to meet thl import bifc 


Review Questions 


3. 


4. 


1. 

2 . 

3. 

4. 


What do you mean by entrepreneur? Explain the characteristics of entrepreneur. 

Explain the key qualities of entrepreneur. 

Explain the different types of entrepreneur. 

entrepreneur 6 fUnCti ° nS ° f entre P reneur ? Explain the merits and demerits of a good 

5. What do you mean by entrepreneurship? Explain the evaluation of entrepreneurship. 

6. Explain the nature and characteristics of entrepreneurship. 

7. Explain the importance of entrepreneurship. 

8. What are relationships between entrepreneurship and economic development? 

9. Explain the basic concepts of entrepreneurship. 

10. What is enterprise? Explain its objectives. 
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I 11.1 INTRODUCTION 



■ Introduction 

■ Theories of Entrepreneur 

■ Sociological Theories 

■ Economic Theories 

■ Cultural Theories 

■ Psychological Theories 

■ Entrepreneur Traits 
Behaviour 

■ Roles in Economic Growth 
=> Employment 

=> Social Stability 
=> Export Promotion 
=> Indigenization 

■ Creating a Venture 

■ Entrepreneur Development 
Program 


Entrepreneurship theories and research 
important to the development 

entrepreneurship field. Several theori the 

been proposed by scholars to explain tif ^ ave 
of entrepreneurship. These theories off * 
fairly good opportunity to re-focus our eff US 9 
at integrating the diverse viewpoints Th 
theories have their roots in econo • 
and psychology, sociology, anthropology 1 ^ 5 .' 
management. The multi-disciplinary natur ° f 
entrepreneurship has been given a cl 
examination in this chapter. Se 


11.2 THEORIES OF 
ENTREPRENEUR 


Entrepreneurship is an evolved thing. With the 
advancement of science and technology it has 
undergone alteration change and emerged as a 
critical input for socio-economic development. Various authors have developed 
various theories on entrepreneurship and popularized the concept among the 
common people. The theories propounded by them can be categorized under as 
shown in Fig. 11.1: 

Sociological \ 
theories 

w 


Psychological 
theories 



Theories 

of 

Entrepreneur 



Economic 
theories 


{ Cultural theories ) 

Rg. 11.1 Theories of Entrepreneur 
192 
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of Entrepreneur 




* \ 
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, the growth of 

a particuiai suuiu tuuure. Society's vah.oc"' ~;" u ' * n, P ,s lik cly to get heighten 
influence the behaviour of individuals in a socicfvTh bcMcfs ' cus '°™. ^boos 
perforce according to the role expectations by ihe Jet entrepreneur is a role 

11.3.11 Max Weber’s Theory 

M ax Weber (1947) analyzed religion and its imn, . 

the society. According to him religious beliefs are h OI \ econorn ‘ c organization of 
for generating entrepreneurial activity. The relit* ^ r , lvin 8 or restraining force 

determining the behaviour or actions of the P nf;° US bdlefs pla y a crucial role in 
limiting profit. Weber is the first among the sochl?^ 111 " towards generating or 
that entrepreneurial growth is dependent unnn who took the position 

Salient features of Max Weber theory are- 6 6 ^ V3lUeS ° f SOciety - 

1. Highlight Spirit of Capitalism 

2. Adventurous spirit facilitate taking risk 

3. Protestantethic embodying rebellion is conducive 

4. Inducement of profit is the criterion 

11.3.21 E.E. Hagen’s Theory 

ihe entrepreneur s creahv.ty as the key element of social transformed onTnd 
economic growth. Presentahon of general model of the society- the theory revels 
a general model of he socety which considers inter-relationship among phys!S 
environment, socialI structure, personality and culture, economkgrowth, moduct 
of social change and political change. ° F 

According to Hagen, most of the economic theories of underdevelopment are 
inadequate. Rejection of follower's syndrome: Hagen rejected the idea that the 
solution to economic development lies in imitating western technology. So, the 
follower s syndrome on the part of the entrepreneur is discouraged. 

Salient features of his theory are: 

1. Reveals general model of the social- inter-relationship among physical 
environment, social structure, personality and culture. 

Thinks economic theories are inadequate. 

Political and social change - catalyst for entrepreneurs. 

Rejects follower's syndrome imitating western technology as the 
technology is an integral part of socio- cultural complex. 

5. Historic shift as a factor initiates change. 


2 . 

3. 

4. 
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| 11.4 ECONOMIC THEORIES ‘ ^ 

Entrepreneurship and economic growth take place when th 
are favourable. Economic incentives are the main motivated eC ° non Mc an 

activities. Economic incentives include taxation policy i nd * S !° r ° n hen° nc, iHo7 
of finance and raw material, infrastructure availability, invest^ P 0 ^** 1 *^ 
opportunities, access to information about market conditio nt J 
Economic development takes place when a countiy real nation* 1 ?' tGcllr »ol 
overall period of time wherein the role of entrepreneurs is ^ • ,nco m e i^ et? 

,nle8tal p£S* 

11.4.11 Schumpeter’s Theory of Innovation 


Schumpeter's theory of entrepreneurship is a pioneering w 
development. Development according to this theory implies that ° f e eo nn 
new combination of entrepreneurship is basically a creative activn^S om 
Schumpeter an entrepreneur is one who perceives the opportunit- Acc ° r dinl° f ' 
i.e., to carry out new combinations or enterprise. In his views, the ' nn ov a / n ° 
combination leading it innovation covers the following concepts: Ceptof n e ^ 

1. The introduction of new goods and services of a new q 

one with which consumers are not yet familiar. ^ U£Ul ty that i s 

The introduction of new method of production. 

The opening of new market. 

The conquest of new source of supply of raw material 
The carrying out of new organization. 

Salient features of Schumpeter's theory are as shown in Fig.ii.2- 
Invention and innovation: Schumpeter makes a distinction b 
innovation and invention. Invention means creation of new thin 0 ^ 60 
innovation means applicable of new things into practical use. m§S and 
Emphasis on entrepreneurial function: In his views, development m 
basic transformation of the economy that is brought about by entrepreneurial 
functions. 


2 . 

3. 

4. 

5. 


1 . 


2 . 



Fig. 11.2 Theory of Innovation 
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op Entrepreneur 


}. JJ^trepreneurial activity'represOTtsa dto2briu' lre ?. reneuria, aclivit y : 

reak ^ 

c«treoren eurialism dream and the will to fnimH a „ • . , . , 

*• Motives of creating things and applying these thim»c • P f 1V&te kln 8 dom: The 
c ntp“ncur to undertake innovation 8 *“'* mto P racHce 

1l 4 . 2 l HBS (Harvard Business School) Theories 

the 1940s and 1950s business hicfnri a «o • 

P^p 8 neurehip-The interdisciplinary Center for Reselreh on EnhepreneurM 
f.'Jra, based at Harvard Business School which inrlndoH ta u ™ 

*d Aift® 1 Chandler, and its journal Explorations in Entrepreneurial iSZ were 
® institutional drivers of the research agenda. story were 


d Alfred Chandler, and its journal Exploration 
ke ' y institutional drivers of the research agenda. 

However the study of entrepreneurship ran into dreadful mo n, A , • , 

roadblocks, and attention shifted to the corporation, leaving the* study *of 
entrepreneurship fragmented and marginal. Nevertheless business historiChave 
made significant contributions to the study of entrepreneurship through thdr 
diverse coverage of countries regions and industries, and - in contrast to much 
management research over the past two decades - through exploring how the 

^reneX 0 ° ' ““ inSt “ UH ° nal to Suiting 

Internal forces- Individual's traits and qualities viz: 

• Intelligence 

• Skill 

• Knowledge 

• Intuition 

• Exposure and experience 

External forces- Surrounding's conditions viz: 

• Economic 

• Political 

• Social and cultural 

Legal frame-work: Stable Govt. External security, law & order and legal 
process are the influencing factors. 8 

I 11.5 CULTURAL THEORIES 

^SeurialTi ne f A 1 ®”* t b ° Ut 3S t0 Why S ° me economics had more 
Schumpeteria^ then 11 • han 0t jT' However ' des P ite the above criticisms, 
en trepreneuiial development 31 ^ 6 ^ “ “ ^ ^ **** ta the ^ of 

P° int out tha t entrepreneurship is the product of culture 
into the ciflS en^ronm^nf 0 ” 1 SyStem embedd ed 
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11.5.1 1 HosellUs Theory 

Bcrthold Frank ltadil^ 1 * | gjjJ^j^®™^ iTO ^Hosclitz explains tluiiiJ^JjVoi 

arc the spar ^ S- from a particular sociwconomfc'N 
HcewptoShcrolcof culturallymarginally groups like Jews and thc G > | 
Seva. Europe the M. 

asss asai-ssife 



r a$ 



1 Marginal men: Reservoir of entrepreneurial development. Ambiguous 
positions from a cultural or social statement make them creative. 

2. Emphasis on skills: Peoples who possess extra-ordinary skills like function 
of managerial additional personal traits and leadership skills, additional 
personal traits, exportation of profit and ability to lend. 

3. Contribution of social classes: Socio-economic economic background of 
specific classes makes them entrepreneurs. Family patterns in France, 
Protestants in UK/USA & Parsees in India. 


i 



11.5.21 Peter F. Drucker 


According to Drucker, successful entrepreneurship involves the following things- 
Value and Satisfaction obtained from resource by the consumer are increased. 
New values are created, material is converted into a resource or exiting resources 
are combined in a new or more productive configuration. 


■^Important Point: "An entrepreneur is one who always searches for change, rapidness to it 


and exploits it as an opportunity ." 

1-........• 


Peter F. Drucker 


Drucker emphasizes on: 

Innovation and Resource: A thing is regarded as resource when its economic 
value is recognized. Example- Fixed salary can also be an opportunity. Thus 
installment purchase was introduced. 

According to him, innovation is the real hub of entrepreneurship which creates 
resource. A thing is regarded as resource when its economic value is recognized. 
For example, mineral oil was considered worthless until the discovery of its use. 
Similarly, purchasing power was considered an important resource by an American 
innovative entrepreneur who invented installment buying. 
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Th ® 01 


Hntrcpr cn< ^ urs ^‘P * s the practice which has a knowledge base. 
F jfCprcneursh'P is not confined to big businesses and economic institutions; it is 
u ally important to small business and non-economic institutions, 
entrepreneurship behaviour rather than personality trait is more important to 
nhance entrepreneurship. The foundation of entrepreneurship lies in concept 
j fhpnrv rather than in intuition. 

andtneuijr ...... 

Thus, Drucker has given his views that "an entrepreneur need not be a 
capitalist or an owner. A banker who mobilizes other's money and allocates it in 
areas of higher yield is very much an entrepreneur though he is not the owner of 
the money. 


| 11.6 PSYCHOLOGICAL THEORIES H 

The psychological characteristics include need for high achievement, a vision or 
foresight, ability to face opposition. Entrepreneurship gets a boost when society 
has sufficient supply of individuals with necessary psychological characteristics. 
These characteristics are formed during the individual's upbringing which stress 
on standards of excellence, self reliance and low father dominance. 


11.6.11 David McClelland (1971) 

He has explained entrepreneurial development from psychological perspective. 
According to McClelland, entrepreneurial growth can be explained in terms of 
need for 'achievement motivation' which he considers as the major determinant 
of entrepreneurial development. For McClelland 'achievement motivation' is a 
motivation of the people to achieve. It is a strong desire on the part of the people, 
if not by all but at least by some to achieve. This motivation instilled in the culture 
in terms of values, norms, and beliefs (what McClelland calls value attitudes). 
That is the reason why some cultures motivate their people towards a strong desire 
to achieve and while others are not. 


I 11.7 ENTREPRENEUR TRAITS AND BEHAVIOR M 

Successful business people have many traits in common with one another. They 


Disciplined, 
Open Minded and 
Confidence 


s' Passion, 

( Strong People ' 
^ V Skills and 
Vyvork Ethics-' 


Entrepreneur > 
Traits 
and 

Behavior 



Self Starter 
and 

Creativity 


c'ji 

i 

fir,:,;.; ' 


Competitive 
and 
Determination 


.) 


Rg. 11.4 Entrepreneur Traits and Behavior 
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are open to any new ideas which cross their path. Here are some traits 
behaviour of the successful entrepreneur as shown in Fig. 11.4. 
i Disciplined, Open Minded and Confidence: Successful entrepreneur 
disciphned enough to take steps every day toward the achievement 3T* 
Sives. Entrepreneurs realize that every event and situation is a bl 3f 
opportunity. Ideas are constantly being generated about workflows 1 
efficiency, people skills and potential new businesses. They have the ab J 
o look a everything around them and focus ,t toward their goals. ^ 
entrepreneur does not ask questions about whether they can succeed ' 
whether they are valuable of success. They are confident with the knowfedJ 
that they will make their businesses succeed. 

Self Starter and Creativity: Entrepreneurs know that if something needs t 0 
be done, they should start it themselves. They set the parameters and make 
sure that projects follow that path. They are practical and not waiting f 0r 
someone to give them permission. One facet of creativity is being able to make 
connections between seemingly unrelated events or situations. Entrepreneurs . 
often come up with solutions which are the synthesis of other items. They 
will repurpose products to market them to new industries. 

Competitive and Determination: Many companies are formed because an 
entrepreneur knows that they can do a job better than another. They need to 
win at the sports they play and need to win at the businesses that they create 
and run. An entrepreneur will highlight their own company's track record of 
success. Entrepreneurs are not saddened by their defeats. They look at defeat 
as an opportunity for success. They are determined to make all of their 
endeavors succeed, so they try and try again until the task is accomplished. 
Successful entrepreneurs do not believe that something cannot be done. 

4. Passion: Passion is the most important trait of the successful entrepreneur. 
They genuinely love their work. They are willing to put in those extra hours 
to make the business succeed because the happiness their business gives which 
goes beyond the money. The successful entrepreneur will always be reading 
and researching ways to make the business better and better. 


3. 


5. Strong people skills and work ethic: The entrepreneur has strong 
communication skills to sell the product and motivate employees. Most 
successful entrepreneurs know how to motivate their employees so the 
business grows overall. They are very good at highlighting the benefits of 
any situation and educating others to their success. The successful 
entrepreneur will often be the first person to arrive at the office and the last 
one to leave. They come to their office during holidays to make sure that an 
outcome meets their expectations. Their mind is constantly on their work, 
whether they are in or out of the workplace. 


I 11.8 ROLES IN ECONOMIC GROWTH ■ 

The entrepreneurs scans, analyze and identify opportunities in the environment 
transform them into business proposition through creation of economic growth 
with their ability. 
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Fig.l 1.5 Roles in Economic Growth 


,1.8.11 Employment 

is the real attraction of being an entrepreneur. They are not the job seekers 
fob creators and job providers. With the globalization process the government 
bu J are shrinking leaving many unemployed. In this circumstances, the 
) 0 ^ oren eurs and their enterprises are the only hope and source of direct and 
wTrect employment generation. Employment is generated directly by the 
requirement of the large enterprises and indirectly by consequential development 

activities. 

11.8.21 Social Stability 

Entrepreneurial initiative through employment generation leads to increase in 
income and purchasing power which is spent on consumption expenditure. 
Increased demand for goods and services enhance industrial activity. Large scale 
production results in economies of scale and low cost of production. Modern 
concept of marketing involves creating a demand and then fullfilling it. New 
innovative and varying quality products at most competitive prices making 
common man's life smoother, easier and comfortable are the contribution o 
entrepreneurial initiative. The social objectives of business are gaining more and 
more recognition. The main social objectives of business are as o ows. 

• Supply of standard quality of goods. 

• Avoidance of anti-social practices. 

• Provision of generating more employment. 

• Co-operation with the government. 

• Optimum utilization of available national resources. 


11.8.31 Export Promotion 

Au enterprise is the business organization that is fome ^^^/exports 
goods and services, creates employment, contribu es o na ' sma u er 

over all economic development. Every busmess whether opera g 
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| 11.9 CREATING A VENTURE ^ 

Entrepreneurs have important roles in creating new businesses that s,i mu| 

in societies worldwide. The entrepreneur uses innovation and techr^i *• 
Sate positive impact and activity in all facets of life. The capfe 
entrepreneur learns to identify, select, describe and communicate ,he esseX 
an opportunity that has attractive potential to become a successful venture. ' 
The entrepreneur is able to describe the valuable contributions of a vc „. 
and create thJdesign of a business model that can be sustained by a compel 
advantage. The venture team creates a road map (sirategy) that can, with good 
chance, effectively lead to the commercialization of the new products or serv J 
in the marketplace with a sustainable competitive advantage. 

11.10 ■ ENTREPRENEUR DEVELOPMENT PROGRAM 

Entrepreneurial development is a process in which person's motivational drives 
of achievement and insight to undertake uncertain and risky situations especially 
in business undertakings. The process of entrepreneurial development focuses 
on training, education, re-orientation and creation of conducive and healthy 
environment for the growth of cntcrpi iscs. 

^Important Point: EDP is an effective human resource development tool. It designed to 
help a person in strengthening and fulfilling his entrepreneurial motive and in acquiring skills 
and capabilities necessary for playing his entrepreneurial role effectively. 

11.10.11 Objectives of the Program 


The entrepreneurial develop program have following objectives: 

1. To promote the development of small and medium enterprises that would 
encourage self employment among potential entrepreneurs. 

2. To provide, in the rural areas, special programs designed to stimulate new 
ventures and encourage expansion of existing activities of small and medium 
industries. 

3. To generate employment and self employment opportunities in the processing 
of indigenous (home-grown) raw materials for local consumption and export. 

4. To develop entrepreneurial opportunities for potential entrepreneurs and 
upgrade managerial skills for existing entrepreneurs. 

For a sound training programme for entrepreneurship development in India, 

the expert group constituted by the NIESBUD accepted that it must be able to 

help selected entrepreneurs to: 

1. Develop and strengthen their entrepreneurial quality/motivation. 

2. Analyze environment related to small industry and small business. 

3. Select project/product. 
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Some of the other important objectives of entrepreneurial programs are- 
To let the entrepreneur set or reset the objectives of his h „/ , 

'• individually and along with his group for their realization ^ 

% To prepare him for accepting totally unforeseen risks of business after such 
training- 

3 To enable him to take strategic decisions. 

T o enable him to build an integrated team to fulfill the demands of future 
To communicate fast, clearly and effectively. 

To develop a broad vision to see the business as a whole and to integrate is 

function with it. 6 

7 To enable him to relate his product and industry to the total environment to 
find what is significant in it and to take it into account in his decisions and 
actions. 

8 . To enable him to cope with and co-ordinate all relevant paper work, most of 
which is statutorily obligatory. 

9. To make him accept industrial democracy that is accepting workers as partners 
in enterprise. 

10. To strengthen his integrity, honesty and compliance with law. 

Review Questions 


1. What are the various theories of entrepreneurship? 

2. Discuss economic theories of entrepreneurship. 

3. Write a note on entrepreneur traits and behaviour. 

4. What are the various roles of entrepreneur in economic growth? 

5. Discuss about the different sources of funds in entrepreneurship. 

6. Write a short note on entrepreneur development program. 
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I 12.1 INTRODUCTION 

Governments and various j nd 
promotion and support institutj 0 UStriaI 
making considerable efforts to facil f S are 
process of emergence of new entrenr^ 0 th ° 
for setting up enterprises in small seai7 nGUrs 
These efforts involved making att 
schemes for availability of finance and FaCtive 
other assistances including technical'? n ° Us 
how, training, sales, purchases, etc T?' 
believed that these efforts have mad 1S 
favorable impact on the growth 0 f th* 9 
enterprises in the state as well as in the reT* 
Today, there are large number nf 
organizations and financial institutions JiV 
Industrial Development Bank of India (IDBB 

iCS De '' el °P menl Bank of I„ d / a 
(SIDBI) and various commercial banks in 
particular. This chapter will examine the role 
of financial institutions in promoting small 
scale and tiny industries in terms of growth 
of entrepreneurs, enterprises and its 
contribution to State Domestic Products 
involved in entrepreneurship development 
activities in the region. 

I 12.2 COMMERCIAL BANK 

Banks have developed around 200 years ago. 
The nature of banks have changed as the time 
has changed. The term bank is related to 
financial transactions. Commercial banks help 
to mobilize savings of the people for 
productive purposes. They collect scattered 
and idle savings of people, pool them together 
and make fund available for productive 
purposes. 
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nt Tunes of Regulatory n definition Sayers has emphasized the 

• Di Xes transactions from debts which are raised by a 

Auth ontl financial institution. 7 

«AimpO rtant r °* nt: “ A bankm S company means any company which transacts the business 
joking. Banking means accepting for the purpose of lending of investment of deposits of 
< jL rt ey front the public, payable on demand or other wise and withdraw able by cheque, draft or 

HfJifrtW 5 * " Indian Banking Company Act 1949, 

21 1 Objectives of commercial banks 


Tl e main objective of a commercial bank is to generate profitability for its 

Imership by providing quality based products and services to the residents of 
c0 mmunities and regions that they represent. Some of other objectives are as 

Sowing: 

1 Encourages savings: With the existence of commercial banks and with 
attractive incentives such as high interest rates, etc. the people are encouraged 
to save more. 

2 Encourages investments: Commercial banks provide short-term and medium- 
term loans for industries, trade and commerce at reasonable rates of interest. 
Easy loans attract the investors to invest in new enterprises. 

3 Development of agricultural sector: The process of loans to agriculture sector 
has greatly helped in increasing agricultural production and income of the 
farmers. Commercial banks provide easy loans to farmers for the purpose of 
buying tractors, threshers, installation of tube-wells, purchase of fertilizers, 
seeds, etc. 

4. Promotes foreign trade: Commercial banks promote foreign trade, by 
financing the foreign trade of a country by granting loans, opening letter of 
credit, discounting foreign bills of exchange and issuing bank drafts. 

5. Finances Government Projects: Commercial banks help the government when 
it faces financial crisis. In order to provide funds or public projects, banks 
purchase government securities. This is a type of loan to the government for 
the purposes of development projects, etc. 

6. Development of Industrial Sector: Commercial banks provide short-term 
and medium-term loans to industry. Commercial banks not only provide 
finance for the development of industry but also help the industry in many 
other ways. Commercial banks play an important role in expansion and 
development of industrial sector in a country. 

7. Capital Formation: The commercial banks play an important role in all the 
three stages of capital formation. Capital formation means an increase in the 
stock of capital goods in the economy such as increase in number of production 
units, plant, machinery etc. 

8 - Implementation of monetary policy: The central bank of the country 
(in India- Reserve Bank of India) forms the monetary policy to control and 
regulate volume of credit in the country. 


Scanned by CamScanner 










I 


_ ENTREPRENEURSHIP AND MA!tto EMejiT Co 

12.2.21 Functions of commercial banks 

The main function of commercial banks is to accept deposits from th 
advancing them loans. It satisfies the financial needs of the sect^^Cah 
agriculture, industry, trade, communication, etc. However, besides th ^ Su cl\ 
there are many other functions which these banks perform. Generally m!° ^ Uric tio^ 
of commercial banks are divided into two categories viz. primary f u ° ^. Ur| cti 0r . 
the secondary functions as shown in Fig. 12.1. nc **°n$ ^ 

Functions of Commercial Banks 

I 


Primary Functions 

1. Accepting Deposits 

2. Making Advances 

3. Credit Creation 


Fig. 12. 


Secondary Funtions 

1 . Clearance of Cheque 

2 . Sale/Purchase of Shares/Bo„H 

3. Transfer of Money S 

4. To work as Trustee 

5. To work as a representative 

6. To give/accept money 

7. To provide letter of credit 

Functions of Commercial Bank 


1 . Primary functions of commercial banks: Commercial banks performs 

primary functions some of them are given below: Vari ° u s 

(i) Accepting Deposits: The most important function of commercial h 
is to accept deposits from the public. Various sections of s • 
according to their needs and economic condition, deposit their s C - 
with the banks. For example, fixed and low income group people d ^ 
their savings in small amounts for the point of view of security in ^° Slt 
and saving promotion. On the other hand, traders and businessm^ 
deposit their savings in the banks for the convenience of payment ** 

(ii) Making Advance loans: The second important function of commercial 
banks is to advance loans to its customers. Banks charge interest from 
the borrowers and this is the main source of their income. Banks advance 
loans not only on the basis of the deposits of the public rather they also 
advance loans on the basis of depositing the money in the accounts of 
borrowers. In other words, they create loans out of deposits and deposits 
out of loans. This is called as credit creation by commercial banks. 
Modern banks give mostly secured loans for productive purposes. In 
other words, at the time of advancing loans, they demand proper 
security or collateral. Generally, the value of security or collateral is 
equal to the amount of loan. This is done mainly with a view to recover 
the loan money by selling the security in the event of non-refund of the 
loan. 

(iii) Credit creation: It is most significant function of the commercial banks. 
While sanctioning a loan to a customer, a bank does not provide cash to 
the borrower; instead it opens a deposit account from where the 
borrower can withdraw. In other words, while sanctioning a loan a bank 
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automatically creates deposits Th I 

commercial bank. P Thls ‘s known as a creHn .• — 

Secondary functions of commercial bant, ““ ion from 

each commercial bank has tn , Danks : Along with fho « • 

includes many agency functions * ° rm SCVera ' secondanff functions 


(i) 

(a) 

(b) 


(c) 

(d) 

(e) 
(W 


Agency Functions: Various ag ency fu ,. 

Banks collect cheques, drafts, bZ 

shares for their customers. ^change and dividends of the 

Banks make payment for their dipm . 
exchange of their customers for which^ * HmeS acce P t bills of 
t,me - P yment is made at the fixed 

Banks pay insurance premium of th • 

also deposit loan installments, incom e-LT^ 8 ' Besides this ' they 

Banks purchase and sale securities c k ' GreSt ' etcas P er directions, 
their customers. ' ares and debentures on behalf of 

Banks arrange to send money from „ 

convenience of their customers^ 6 place to an other for the 

General utility functions* ti-»o 

commercial banks are: general utility functions of the 

(a) To provide safety locker facility to customers 

(b) To provide money transfer facility. 

(c) To issue traveler's cheque. 

(d) To act as referees. 

W '““^rhonebllls.gasbUls.elecbicUy 

<fi To provide merchant banking facility. 

(g) To provide various cards such as credit cards, debit cards, smart cards, 

(h) Duri ”S natural calamities, banks are highly useful in mobilizing funds 

and donations. D 

I 12.3 FINANCING INSTITUTIONS ^ 

A financial institution is an institution that provides financial services for its clients 
or members. Probably the most important financial service provided by financial 
institutions is acting as financial Peace Corps. Most financial institutions are 
regulated by the government. 

Financial institutions include banks, credit unions, asset management firms, 
building societies, and stock brokerages, among others. These institutions are 
responsible for distributing financial resources in a planned way to the potential 
users. There are a number of institutions that collect and provide funds for the 
uecessary sector or individual. On the other hand, there are several institutions 
act as the middleman and join the deficit and surplus units. 
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12.3.1 1 Types of Finance Institutions 

Financial institutions can be categorized as follows: 

Depositary Institutions: Deposit-taking are those institutions that accep,, 
manage deposits and make loans, including banks, building, societies^ 
unions, trust companies, and mortgage companies. «<*,, 

Contractual Institutions: The insurance companies and pension fu nds 
m this category. These companies operate in a number of countries. CW* 
I!ther hand there are insurance companies that provide coverage for a 
onkfodorsand they also provide several investment options. Insu^ 
companies provide loans for a number of purposes and create invest*"* 

Investment Institutes: The functions of financial institutions like invest^, 
banks are also vital and related to the investment sector. These companies are 
involved in a number of financial activities such as underwriting securities 
filing securities to investors, providing brokerage services, and fund raising 

advice. 


12.3.21 Functions of Finance Institutions 


Financial institutions provide service as intermediaries of financial markets. They 
‘sponsible for transferring funds from investors to companies in need of those 
_r-i fc,riliiatp the flow of money through the economy Tn 


are responsible for transferring runus i td r muse 

funds Financial institutions facilitate the flow of money through the economy. To 
do so, savings are brought to provide funds for loans. Some of Finance Institution 

is as follow: 


7. RESERVE BANK OF INDIA (RBI) 


The Reserve Bank of India was established on April 1, 1935 in accordance 
with the provisions of the Reserve Bank of India Act, 1934. The Central Office of 
the Reserve Bank was initially established in Calcutta but was permanently moved 
to Mumbai in 1937. Sir Osborne Arkell Smith, was the first Governor of the 
Reserve Bank of India from April 1,1935 to June oO, 1937. 

Though originally privately owned, since nationalization in 1949, the Reserve 
Bank is fully owned by the Government of India. Sir Chintaman Dwarakanath 
Deshmukh was an Indian civil servant and the first Indian to be appointed as 
the Governor of the Reserve Bank of India in 1943 by the British Raj Authorities. 
The Central Office is where the Governor sits and where policies are formulated. 

The Reserve Bank of India performs this function under the guidance of the 
Board for Financial Supervision (BFS). The Board was constituted in November 
1994 as a committee of the Central Board of Directors of the Reserve Ban o 
India. 


OBJECTIVES OF RBI 

Primary objective of BFS is to undertake consolidated supervision of the 
financial sector comprising commercial banks, financial institutions an non 
banking finance companies. , 

The board is constituted by co-opting four Directors from the 
as members for a term of two years and is chaired by the Governor. T e ^ 
Governors of the Reserve Bank are ex-officio members. One Deputy ° 
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“ominaWd as the Vice-Chairman of the Board " 8 rC8Ulation and supervision, is 
T he board is required to meet normal' 
section reports and other supervisory issuL^^ m ™,h. I, considers 
jepartmen s. efore it by the supervisory 

BFS through the Audit Sub-Committee also *• 
the statutory audit and internal audit functions in h??* Uperadin S the quality of 
The audit sub-committee includes Deputv ^ and financia l institutions. 

Directors of the Central Board as members. ° r aS the chair Person and two 
The BFS oversees the functioning of Deoarf 
Department of Non-Banking Supervision (DNR<n fBa ^ l t ng Supervision ( DBS )' 
Division (FID) and gives directions on the Jtn.lT and F,nanci al Institutions 

mama 


^Important Point. ...To regulate the issue of Bank Note <? w L c 

view to securing monetary stability in India and generally to overate T"* ° f reserves with a 
system of the country to its advantage." ' ie currency and credit 

Some of the other functions of RBI are as follows: 


. Formulates implements and monitors the monetary policy. 

• Regulator and supervisor of the financial system. 

• Regulator and supervisor of the payment systems. 

• Authorizes setting up of payment systems. 


* Lays down standards for operation of the payment system. 

• Issues direction, calls for returns/information from payment system 
operators. 


• Manages the Foreign Exchange Management Act, 1999 (FEMA). 

• Issues and exchanges or destroys currency and coins not fit for 
circulation. 

• Performs a wide range of promotional functions to support national 
objectives. 

• Banker to the government: performs merchant banking function for 
the central and the state governments; also acts as their banker. 

• Banker to banks: maintains banking accounts of all scheduled banks. 


2. INDUSTRIAL FINANCE CORPORATION OF INDIA (IFCI) 

As stated earlier, the Industrial Finance Corporation of India was the first All 
India Development Bank to be set up in the country. It was set up in 1948 with the 
object of providing medium and long-term credit to industry. As pointed out 
earlier, its role was that of gap filler as it was not expected to compete with the 
prevailing channels of industrial finance. It was only meant to supplement their 
efforts. In the beginning, the IFCI was expected to extend financial assistance only 
to industrial concerns in the private and cooperative sectors. Now both public 
sector and joint sector projects are also eligible for financial assistance from the 
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IFCI. With effect from July 1, 1993, IFCI has been convert h • 
company and is now known as Industrial Finance Corpora • nl ° a Pubr ■! 

OBJECTIVES ° ,0n of J ndi 

Tlie main objective of Industrial Finance Corporation of Ind' 
financial assistance to large-scale industrial units particulal Imitec,is to 

normal banking accommodation is inadequate and not forth y a V a tim e v^ r °%1 
industrial units. Industrial enterprises, organized on the b ^° min g to as S { f 11 U* ! 
private limited company basis, cannot take loans from this c SlS ° f pr °Phet ^ 
public limited companies are eligible to take loans from it ° rporati on. Or 

FUNCTIONS OF IFCI ythe 

The Industrial Finance Corporation of India grants financial 
following forms: assi starice i n 

1. Provides loans or advances both in rupees and f 

repayable within 25 years. rei gn cur renc | es 

2. Guaranteeing rupee loans floated in the open markef h 

concerns. in dust r j a j 

3. Underwriting of shares and debentures of the industrial 

4. To underwrite the issue of stocks, shares, debentures^h* 115 ’ 

industrial units but must dispose of such securities within7 b ° nds to 
For setting up a new industrial undertaking. ^ ears ‘ 

For expansion and diversification of existing industrial undertak' 

To accept public deposits up to Rs. 10 crores for a period of five ^ 
only. ^ ears 

To act as an agent for the Central Government and for the World Bank 
in respect of loans sanctioned by them to industrial units. 

To guarantee deferred payments by importers of capital goods, who all 
are able to obtain this concession from foreign manufacturers. ' 

To provide technical guidance to industrial units as to finance (loans). 

12. To guarantee loans in foreign currency. 

13. To examine utility of loans granted to industrial units, 

14. To guarantee loans raised from scheduled banks and State Co-operative 
Banks. 

3. STATE FINANCIAL CORPORATION (SFC) 

In order to meet the financial requirements of small scale and medium-sized 
industries, there was a need of special financial institutions. With this view, e 
Central Government passed the State Financial Corporation Act of Septem er / 
1951 which empowered the state government to establish financial corpora 
operate within the state. So far (till now) 18 state financial corporations av 
established in different states. . mea { 

State Financial Corporations have played an important role in ^ ie ^'^j eC tives 
of small and medium enterprises in their respective states with the m ^ re gjonal 
of financing and promoting these enterprises for achieving f^ nel ^hip base 
growth, catalyze investment, generate employment and wi ‘? e I l pr 5 future busing 
of industry. With the liberalization drive getting accelerated. 


5. 

6 . 

7. 

8 . 
9. 

11 . 
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ng jec Tlve0FSFC 

State FinanC ' a ',i3nnlZ 4 S 6 7 8 K (SF L CS) , are 5tale ‘ ievcl financial institutions, 
gating as reS'° nal development banks playing a crucial role in the development 
£*» and medium enterprises in the states concerned in tander with national 
0t orities- It is based on following objectives: 

sfC establishes uniformity in regional industries. 

2 It provides incentive to new industries. 

2 To bring efficiency in regional industrial units. 

4 jo develop regional financial resources. 

5. it provides finance to small-scale, medium sized and cottage industries in the 
state. 


FUNCTION OF SFC 

SFCs provide financial assistance by way of term loans, direct subscription to 
equity, debentures, guarantees, discounting of bills of exchange and seed/special 
capital. It has following functions: 

1. It provides loans foi a period not exceeding 20 years to industrial units. 

2. It underwrites the issue of shares, debentures and bonds for a period not 
exceeding 20 years of industrial units. 


3 . To give guarantee to loans taken by industrial units for a period not exceeding 
20 years. 

4. SFC makes payment of capital goods purchased in India by these industrial 
units. 


5. It subscribe to the share capital of the industrial units, in case they wish to 
raise additional capital. 

6. State Financial Corpoi ation of every state is governed by a board of directors 
consisting of 18 Directors in all, duly elected and nominated. 

7. The State Financial Corporation can have share capital ranging from 
Rs. 50 lakhs to Rs. 5 crores. It can be increased up to Rs. 10 crores with the 
prior sanction of the Central Government. 


8. The State Financial Corporation can issue bonds and debentures to a maximum 
of ten times the amount of its paid-up capital and reserve fund. 

The State Financial Corporation can accept public deposits for a maximum 
period of 5 years. However, the total amount received by way public deposits 
, should not exceed twice its paid-up capital. 

19. Borrowings from the state government and the Reserve Bank. 


1 INDUSTRIAL CREDIT AND INVESTMENT CORPORATION OF INDIA (ICICI) 

"asl* ndUS,Tial ^ redit and Investment Corporation of India (ICICI) were registered 
.^Pnvate limited company in 1955. It was set up as a private sector development 
10 assist ^d promote private industrial concerns in the country. 
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Broad objectives of the ICICI are: 

ICICI Bank's Green initiative is to make healthy envi ronm 
organization i.c., to create intra-personal skills amongst the custo^ ^ 
understanding between employees of the organization. The broad obje^ r 



understanding 
the ICICI arc: 


of 


(a) To assist in the creation, expansion and modernization of 

concerns; P r * v at e 

(b) To encourage the participation of internal and external capit 

private concerns; ,n th e 

(c) To encourage private ownership of industrial investment 

Functions of the ICICI 

(i) It provides long-term and medium-term loans in rupees and f 

currencies. 0re ’8n 

(ii) It underwrites new issues of shares and debentures. 

(iii) It guarantees loans raised by private concerns from other sources 

(iv) It provides technical, managerial and administrative a«ic* 

industrial concerns. to 

i\ 

Features of ICICI 

The important features of the functioning of the ICICI are as given belo 

(i) The financial assistance as provided by the ICICI includes rune ] 

foreign currency loans, guarantees, underwriting of shares° anS ' 

debentures, and direct subscription to shares and debentures ^ 

(ii) Originally, the ICICI was established to provide financial assistan 

industrial concerns in the private sector. But, recently, its scope has be ° 
widened by including industrial concerns in the public joint JZ 
cooperative sectors. ' na 

(iii) ICICI has been providing special attention to financing riskier and non 
traditional industries, such as chemicals, petrochemicals heavv 
engineering and metal products. These four categories of industries 
have accounted for more than half of the total assistance. 

(iv) Of late, the ICICI has also been providing assistance to the small scale 
industries and the projects in backward areas. 

(v) Along with other financial institutions, the ICICI has actively 

participated in conducting surveys to examine industrial potential in 
various states. r 

(Vi) In 1977 the ICICI promoted the Housing Development Finance 

ofres^dential h ^ erm ^ oans f° r the construction and purchase 

mm 6 f 983, has been providing leasing assistance for 

rnncp U G I- 1Za ! ? n ' moc * ern * z ation and replacement schemes; for energy 
an . f n; f ° r export orien tation; for pollution controller balancing 

and expansion: etc. 

^ Ahnm"!? cor, t r *huted much to reduce regional disparities, 

received tota l assistance given by the ICICI has been 

received by the advanced states of Maharashtra, Gujrat and TamilNadu. 
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<ix) rlfnTo/lnTaU P d ri mcn % ' SI ’ ip P in « Credit and Investment 
v Company or inaia Ltd., (bCICI) was merged with ICICI 

<*) T'^'C'C' Ud was mor 8 cd with ICC, Bank Ltd. effective from May 


10 INSURANCE CORPORATION OF INDIA (LIC) 

L Life insurance Corporation of India came into existence on July 1 1956 and 
J^corporahon began to funct.on on September 1,1956. The corporation gets a 
'lc amount as msurance premmm and has been investing in almost JsSors 
f the economy, viz., public sector private corporate sector, co-operative sector, 
it sector and now ,t ,s one of the b.ggest term lending institutions^ the county 
' Life Insurance Corporate of India (LIC) is the largest insurance group and 
investment company m Indrn. It is a state-owned where Government of India has 
100 % Stake. LIC also funds close to 24.6% of the Indian Government's expenses. 
Over its existence of around 50 years. Life Insurance Corporation of India which 
commanded a monopoly of sohciting and selling life insurance in India, created 
huge surpluses, and contributed around 7% of India's GDP in 2006. 

LIC Golden Jubilee Foundation was established in 2006 as a charity 
organization. This entity has the aim of promoting education, alleviation of poverty, 
and providing better living conditions for the under privileged. Out of all the 
activities conducted by the organization. Golden Jubilee Scholarship awards are 
the best known. Each year, this award is given to the meritorious students in 
standard XII of school education or equivalent, who wish to continue their studies 
and have a parental income less than Rs. 60,000/-. 


OBJECTIVE OF LIC 

LIC explore and enhance the quality of life of people through financial security 

by providing products and services of aspired attributes with competitive returns, 

and by rendering resources for economic development. It has following objectives: 

1. Spread life insurance widely and in particular to the rural areas and to the 
socially and economically backward classes with a view to reaching all 
insurable persons in the country and providing them adequate financial cover 
against death at a reasonable cost. 

2. Maximize mobilization of people's savings by making insurance-linked 
savings adequately attractive. 

3. Bear in mind, in the investment of funds, the primary obligation is to its 
policyholders, whose money it holds in trust, without losing sight of the 
interest of the community as a whole; the funds to be deployed to the best 
advantage of the investors as well as the community as a whole, keeping in 
view national priorities and obligations of attractive return. 

4- Conduct business with allmost economy and with the full realization that the 
moneys belong to the policyholders. 

5- Act as trustees of the insured public in their individual and collective capacities. 

Meet the various life insurance needs of the community that would arise in 
the changing social and economic environment. 

Involve all people working in the corporation to the best of their capability in 
farthering the interests of the insured public by providing efficient service 
with courtesy. 
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of 


Promote amongst all agents and employees of the corporate “ 
' Sinn. oride and job satisfachon through discharge of their <L> 


oartidpatioapridoand job satisfaction through discha,^, tncir . ^ 

dedication towards achievement of corporate objective. <5 Wfy 

FUNCTION OF LIC 

Tlie functions of the LIC shall be to cany on and develop life insur ancc b 
to the best advantage of the society. 

1 To carry on capital redemption business, annuity certain busin 0 c 
‘ re-insurance business in so far as such re-insurance business relating ** 

insurance business. I® 

2 To invest the funds of the corporation in such manner as the corporation m 

think fit and to take all such steps as may be necessa^ or expedient for7 
protection or realization of any investment. ® 

To transfer the whole or any part of the life insurance business carried o 
outside India to any other person or persons, if in the interest of the corporation 
it is expedient so to do. 

To advance or lend money upon the security of any movable or immovable 
property or otherwise. 

To borrow or raise any money in such manner and upon such security as the 
corporation may think fit. 

To carry on either by itself or through any subsidiary any other business in 
any case where such other business was being carried on by a subsidiary 0 f 
an insurer whose controlled business has been transferred to and vested in 
the corporation by this act. 

To do all such things as may be incidental or conducive to the proper exercise 
of any of the powers of the corporation. 

In discharging of any of its functions the corporation shall act so far as may be 
on business principles. 

6. UNIT TRUST OF INDIA (UTI) 

The Unit Trust of India (UTI) was established on February 1,1964 under the Unit 
Trust of India Act, 1963 by the government of India. Its establishment has been a 
landmark in the histoiy of investment trusts in India. It completed 35 years on 
June 30, 1999. The UTI started the sale of units to the public from the July, 1964. 

OBJECTIVE OF UTI 

The basic objective of the UTI is to offer both small and large investors the means 
of acquiring shares in the widening prosperity resulting from the steady, industrial 
growth of the country. There are two main objectives of UTI: 

1. Promote and pool the small savings: It promotes and pools the small savings 

from the lower and middle income people who cannot have direct access to 
the stock exchange. 

2. Share the benefits and fruits: UTI give them an opportunity to share the 
benefits and fruits of prosperity resulting from rapid industrialization in India. 

FUNCTIONS OF UTI 

The main functions of UTI are as follows: 

1. It encourages savings of lower and middle-class people. 


3. 


4. 


5. 


6 . 


7. 


8 , 
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j^nUSI-W- DEVELOPMENT BANK OF INDIA (IDBI) 

-.industrial Development Bank of India (IDRtt * 

T !dcr an Act of Parliament as a wholly owi^d suh^H.established on July 1 ,1964 

J'ndia. The mainai ™ behl " d the setting up of IDBI was tonm vf Reserve Bank of 
pities for the Indian industry which was still in tJ °P r ° v,de cr edit and other 
development. It is the 10 th largest development bank in th^ St , ageS of § rowth and 
758 branches and 513 centers. Some of the S 1 ' 3 °° A ™ 5 ’ 

• National Stock Exchange of India ^ 1081 are: 

. National Securities Depository Services Ltd 

. Stock Holding Corporation of India 

• Export Import Bank of India 

. Small Industries Development Bank of India etc 
The year 2005 witnessed the merger of mm K , / , 

Development Bank of India Ltd. The new entity continued^ Us H In , duSlrial 
finance role, while providing an array of wholesale and rPt^ i u ts develo P ment 
(a „d does so till date). The following year, IDBI Bank acquiredUnited'vfetern 
Bank (which, at that time, had 230 branches spread over 47 districts, in ^ta esl 
In the financial yeai of 2008, IDBI Bank had a net income of Rs. 9415 9 crores and 
total assets of Rs. 120,601 crores. crores and 


UP 


ir0 vides liquidity to units. 


OBJECTIVES OF IDBI 


The main objectives of IDBI are to serve as the apex institution for term finance 

for industry in India. Its objective includes: 

1 . Co-ordination, regulation and supervision of the working of other financial 
institutions such as Industrial Finance Corporation of India (IFCI), Industrial 
Credit and Investment Corporation of India Bank (ICICI), Unit Trust of India 
(UTI), Life Insurance Corporation of India (LIC), Commercial Banks and State 
Financial Corporation (SFCs). 

2. To establish and carry on business of banking in all forms within India and 
outside India. 

3- To finance, promote or develop industry and assist in the development of 
Industries. 

4- Supplementing the resources of other financial institutions and there by 
widening the scope of their assistance. 

5 - Devising and enforcing a system of industrial growth that conforms to national 
priorities. 

6 - Planning, promotion and development of key industries and diversifications 
of industrial growth. 

7 - Promotion of employment-oriented industries, especially in semi- urban areas 
to create more employment opportunities and thereby checking migration of 
Population to urban areas. 
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FUNCTION OF IDBI 

The major functions of IDBI are given below: 

ji(ij. 

It re-finances loans and advances provided by the existing . 
to the small-scale units. S 

To grant loans and advances to scheduled banks or state co-one 
by way of re-financing of loans granted by such institutionQ^kank 
repayable in 15 years. wh 'ch 

To grant loans and advances to IFCI,SFCs, other institutions, schedul / ,! 

state co-operative banks by way of refinancing of loans granted^ 
institution to industrial concerns for exports. ^ suc^ 


4. 

5. 

6 . 


Provide fixed deposit services. 

Provide the facilities to underwrite or to subscribe to shares or deb 
industrial concerns. nt 


Ure s of 


To subscribe to or purchase stock, shares, bonds and debentures 
financial institutions. 0 °^r 

7. Provide the facilities to discount or re-discount bills of industrial concern 

8. To grant line of credit or loans and advances to other financial inert t- 

such as IFCI, SFCs, etc. nst «uti 0ns 


9. Personal banking likes to make payments to vendors in different cities with 
any costs. Receive payments from customers without any charge dedu td 
from the amount. Do all the banking right from wherever a person trav j 
Most importantly, maintain better relations with the vendors and customers 

10. Provide grant loans to any industrial concern. 

11. To guarantee deferred (delayed) payment due from any industrial concern 

12. To guarantee loans raised by industrial concerns in the market or from 

institutions. m 

13. To provide consultancy and merchant banking services in or outside India 
8. EXPORT-IMPORT BANK OF INDIA (EXIM BANK) 

Export-Import Bank of India is the premier export finance institution of the 
country, established in 1982 under the Export-Import Bank of India Act 1981 EXIM 
Bank plays four-pronged role with regard to India's foreign trade: 

(i) Those of a Coordinator, 

(ii) A source of Finance, 

(iii) Consultant and 

(iv) Promoter. 

EXIM Bank is the coordinator of the Working Group Mechanism for clearance 
of Project and Services Exports and Deferred Payment Exports 
(for amounts above a certain value currently US$ 100 million). The Working Group 
comprises EXIM Bank, Government of India representatives (Ministries of Finance, 
Commerce, External Affairs), Reserve Bank of India, Export Credit Guarantee 
Corporation of India Limited (ECGC) and commercial banks who are authorized 
foreign exchange dealers. 
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^VES OF FXIM 

Point ' ”'''f° i r V rot}idi ' x &f imndal assistance to exporters and importers, and 
f^Lm <* the principal financial imtitutionfor coordinating the working of institutions , 
e f 0rt ‘ mdimp0Tt a,ld services wWl a view t° promoting the country's 

l^^ationa 1 trade ‘"' > 

^ otl business principles with due regard to public interest 

^^T-IMPORT BANK OF INDIA 
& in functions of the EXIM Bank are as follows: 

^ Financing of exports and imports of goods and services, not only of India but 
1 - jj ls0 0 f the third world countries. 

Financing of exports and imports of machinery and equipment on lease basis. 
2 Financing of joint ventures in foreign countries. 

^ It providing loans to Indian parties to enable them to contribute to the share 
**• ca pital of joint ventures in foreign countries. 

It undertakes limited merchant banking functions such as underwriting of 
stocks, shares, bonds or debentures of Indian companies engaged in export 
or import. 

EXIM provides technical, administrative and financial assistance to parties in 
connection with export and import. 

9 SMALL INDUSTRIES DEVELOPMENT BANK (SIDBD 

Small Industries Development Bank of India was established as wholly owned 
subsidiary of Industrial Development Bank of India (IDBI) under the small 
Industries Development of India Act 1989. It took over the IDBI business relating 
to small scale industries including National Equity Scheme and Small Industries 
Development Fund. The objective of establishment of SIDBI, in particular, is to 
strengthen and broad-base the existing institutional arrangement to meet the 
requirement of small scale industries and tiny industries. 


5. 


6 . 


OBJECTIVES OF SIDBI 

In the setting up of SIDBI, the main objective of the government was to ensure 
larger flow of assistance to the small-scale units. To meet with this, the immediate 
thruSt of the SIDBI was on the following measures: 

1 . In the initiating steps for technological up gradation and modernization of 
existing units. 

2. For the promotion of employment-oriented industries, especially in semi- 
urban areas to create more employment opportunities and thereby checking 
migration of population to urban areas. 

3. Expanding the channels for marketing the products of the small scale sector. 

FUNCTIONS OF SIDBI 


SIDBI provides support to the small-scale industries sector in the country through 
the existing banking and other financial institutions such as SFC, State Industrial 
Development Corporation (SIDC), commercial banks, co-operative banks and 
Regional Rural Banks (RRBs), etc. The major functions of SIDBI are as follows: 
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SIDB1 re-finances loans and advances provided bv tk I 

inclifnlinnc llm cmnlLcmln nnife * *V. 


institutions to the small-scale units. 

2. To extends seed capital/soft loan assistance under N r 


exi % 


3. 


4. 


'8 loh,< 

4 ‘•du 

Mahila Udyam Nidhi and Mahila Vikas Nidhi and seed ll ° na l ^ujf 

Provide discounts and re-discounts bills arising from sal^^ 
manufactured by small-scale industrial units. e mach^ ° s - 

To grants direct assistance and refinance loans extended h 
institutions for financing exports of products manufact ^ pr ‘ ma tyl 
units. Ured hy snA 

5. It provides services like factoring, leasing, etc. to small • ^ 

6. It extends financial support to State Small Industries r 

providing scarce raw materials to and marketing the nrL C ° rpora tionc, 
scale units. 6 e P r °ducts 0 f th H r 

7. SIDBI provides financial support to National Small Indu • 

for providing; leasing, hire purchase and marketing helnV’u Cor Por a ti, 
unite P ° ttle Small-. 


on 

s cai e 


12.4 MEANING OF REGULATION AND CONTROL OF 


INDU STR| Es 


When a market is not competitive, there is a need for regulators Tk • ^ 

balance the interests of various stakeholders. Business organizaf he,rro,eis to 
monopoly position to create extremely high added value for the h° nS f Can USe a 
shareholders, employees, etc. Customers need to be protected bv ! to *^eir 
monopoly powers. At the same time, it is necessary for the buiLT^" 8 these 
their products at a sufficient margin. Sses to P r 'ce 

Regulatory bodies are established in countries according to the noli 
government with different types of authorities. Regulatory rules are desiL if 
meet government objectives. These rules should be understood bv the reS 
and the regulated industry. 7 regulator 

Growth of the industrial sector at a higher rate and on a continued basis is a 
major determinant of a country's overall economic development. In this regard 
the government of the country has issued industrial policies, from time to time, to 
facilitate and promote the growth of industry and maintain its productivity and 
competitiveness in the world market. 

In order to.provide the central government with the means to implement its 
industrial policies, several legislations have been enacted and amended in response 
to the changing environment. In India the most important is being the Industries 
Development and Regulation Act, 1951 (IDRA) which was enacted in pursuance 
of the Industrial Policy Resolution, 1948. The act was formulated for the purpose 
of development and regulation of industries in India by the Central Government. 

Il 2.5 NEED AND OBJECTIVES OF REGULATION OF INDUSTRIES ■ 

The main need and objectives of the regulation of Industries may be classified as 
follows: 

• To take necessary steps for the development of industries; 

• To regulate the pattern and direction of industrial development; 
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Tn control the activities, performanm j mMm 

# in the public interest; 1 rcsu,ls of industrial undertakings 

# To maintain a sustained growth in productivity 

. To achieve optimal utilization of human resources* 

To enhance gainful employment; 

# To attain international competitiveness and 

9 To transform India into a major partner anH n i. 

However, small scale industrial undertakings LuT* ' n 1 ^ 8, ° baI field 
from the provisions of this Act. ® ancillary units are exempted 


, 12 .6 different types of regulatory authorities m 

pjrticulaTgrcmps'like disabled oTpeople^nrur^ar affordabilit > r of services to 
macro-economic objectives of the government Theref Cannot be achleved from 

S “ tor ,h - — sss 

1. Bank regulation 

2 . Consumer protection 

3 . Cyber-security regulation 

4 . Financial regulation 

5 . Food safety and food security 

6 . Occupational safety and health 

7. Public health 

8. Pollution 

9. Telecommunication 

10. Vehicles 

11. Science 

12. Wage regulation 


Review Questions 0H 

1. What is the meaning of regulation and control of industries? Explain the need and objectives 
regulation of industries. 

2. Explain the different types of regulatory authorities in India. 

3. What is commercial banks? Explain the objectives and functions of commercial banks in India. 

4. What is financing institutions? Explain the types of finance institutes. 

5. What is Industrial development bank of India (IDBI). Explain the objectives and function of 
IDBI. 

6. What do you mean by Industrial Finance Corporation of India (IFCI). Explain the objectives and 
functions of IFCI. 

7. What is Reserve Bank of India (RBI). Explain the objectives and functions of RBI. 

8. What is Life Insurance Corporation of India (LIC)? Explain the objective and function of LIC. 

9. Write a short note on Unit trust of India (UTI). Explain the objectives of UIT and functions of UIT. 

10. What is state financial corporation (SFC). Explain the objectives and functions of SFC. 

11. What is Small Industries Development Bank (SIDBI). Explain the objectives and functions of 
SIDBI. 

12- What is EXIM Bank? Explain the objectives and functions of EXIM Bank. 
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■ Introduction 

■ Meaning and Definition 

■ Need and Significance of 
Project Report 

■ Contents 

■ Formulation 

■ Network Analysis 

■ Errors of Project Report 

■ Project Appraisal 

■ Market Feasibility Study 

■ Technical Feasibility Study 

■ Financial Feasibility Study 

■ Social Feasibility Study 


| 13.1 IN i nuuuuuwit ^ 

The project report is an extremely important 
aspect of the project. It should be properly 
structured and also necessary and appropriate 
information regarding the project. No data 
fields are to be exposed in the project field. 

The aim of the project is to produce a good 
product that you developed during the project 
are merely a means to this end. Design 
document has to be progressively converted to 
a project report as and when the various stages 
of project are completed. Ideally you should 
produce the bulk of the report as you go along 
and use the last week or two to bring it together 
into a coherent document. 


I 13.2 MEANING AND DEFINITION OF PROJECT REPORT ■ 

A project report serves like a road map or strategy to reach the destination 
determined by the entrepreneur. In simple words project report or business plan 
is a written statement of what an entrepreneur proposes to take up. Project report 
is a kind of course of action what the entrepreneur hopes to achieve in his business 
and how he is going to achieve it. 

"^Important Point: "A project as a scheme, design, a proposal of something intended or 
devised ." -Webster New 20“' century dictionary 

In other words, project report or business plan is a written statement of what 
an entrepreneur proposes to take up. It is a kind of guide or course of action what 
the entrepreneur hopes to achieve in his business and how is he going to achieve it. 

I 13.3 NEED AND SIGNIFICANCE OF REPORT ■ 

An objective without a plan is a dream. A project report helps to understand the 
opportunities, problems and weakness of the business. The preparation of project 
report is of great significance for an entrepreneur. It guides the entrepreneur in 
actually starting up and running the business venture. It helps him to monitor 
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^project report is like a road map it describes thedirection theenterprise is 
going m. what its goals are, where it wants to be, and how it is going P |o get 
there- In add.hcm ,t enables the entrepreneur to know that he is proceeding in 
the right direction. It helps in documenting the cost estimates of the business. 
It can be used as a randy tool to persuade investors and financial institution 

t0 fund the project. 

It can help in proper utilization of all the available resources. It can keeps up 
the morale of employees, owners and investors. It can finally lead to a 
sustainable development of the organization. 

Attract lenders and investors: It attracts lenders and investors. The preparation 
of project report is beneficial for the small scale enterprises. On the basis of 
project report, entrepreneur may apply for financial assistance from the 
financial institutions and commercial banks. 


I 13 .4 essential of a project report h 

The project report should be prepared with great care and consideration. The 
essential elements of project report have as following: 

\ The project report should be sequentially arranged. 

2 . The project report should be covering all the details about the proposed project. 

3 . The project report should not be very lengthy and subjective. 

4 . The projections should be appropriately be made from 2 to 10 years. 

5 . The project report should justify the financial needs and financial projection. 

6 . The project report should also justify market prospects and demands. 

7 . The project report should be attractive to the financial agencies and investors. 

8 . The project report should be appealing and also have a high aesthetic value. 


I 13.5 CONTENTS H 

A good project report should contain the following contents. 

1 . Cover sheet and table of contents: Cover sheet is like the cover pages of the 
book. It mentions the name of the project and address of the promoters. The 
table of contents is like the table of content of a book. It guides the person 
reviewing the project report to the desired section quickly. A good 
methodology would be, to divide the project report into section and number 
or label the section like 1, 2,3... or a, b, c.... 

2. General information, location, land and building: A good project report 
should contain information on product profile and product details. Report 
should furnish the details about exact location of the project, lease or freehold, 
location advantages, land area, construction area, type of construction, cost 
of construction, detailed plan and estimate along with plant layout which 
will give details about the business concept. It must discuss the objective of 
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J ,hrinf history about the past performance of the compan j 

the business, a brief his O' address of , he proposed headquil^ 

the form o^'^^^^^^utilities: A brief description of produet/s^J 
Product, services, pro . * re port should contain descrinHn ^ 

is to be given in th ' S ^^hart technical know- how, available ,o^> 
production process, p nroer am. It includes the key features of p roH °^ 
alternatives and produc : i p g 0 ff ere d to potential customers. It 5* 

and the product range ^™° emarks , copyrights, franchises^ 
gives details. abou l Th P re ort ' a i s0 includes the sources of utilities like [h 
licensing a S ree ™" ■■ ^ requ irements, and cost estimates. e 

water, power, ' P M power requirement by skilled and sem- 

4. Man power and raw ma e _ cost 0 f procurement, requirement fr! 

skilled, sour “ s ^ |"^P° ist of raw material required by quality and quantity 
training and its cost * f raw material, tie-up arrangements, if any t 

—^,lernat ive raw material, if any yfo ' 

5 Marketing Plan and market: Marketing mix strategies are to be drawn based 
“TheTJket research. The market research provides information regarding 
the taste needs and habits of the customer. Market research is the backbone 
of success and failure of any product in the market. Based on the information 
collected through market research marketing mix strategies for product/ 
services, prices, promotion and place (distribution) are prepared. 

The budget for the marketing plan is drawn at the end. End-users of product, 
distribution of market (as local, national, international), trade practices, sales 
promotion activities, are the basis of proposed mar ket research. 

6 Requirement of working capital and funds: Working capital required, sources 
of working capital need for collateral security, nature and extent of credit 
facilities offered and available. This also includes break-up project cost in terms 
of costs of land, building machinery, miscellaneous assets, preliminary 
expenses, contingencies and margin money for working capital, arrangements 
for meeting the cost of setting up of the project. 

7. Others: Project report contains some other information like cost of production 
and profitability of first ten years. Break-even analysis and schedule of 
implementation should also be included. 


I 13.6 FORMULATION H 

Project formulation is an investigating process, which precedes investment 
decisions. It present the relevant facts before the decision enable them to accept or 
reject the project. So, the project idea is examined from the view point of overall 
objectives, financial viability, technical feasibility and social impact. The project 
formulation divides the process of project development into eight different and 
sequential stages as given below: 

1. General information 

2. Project description 

3. Market potential 

4. Capital costs and sources of finance 
5: Assessment of working capital requirements 
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nthcr financial aspects 
6 ‘ economical and social variables 
7 ’ Led implementation 

8- 1 J j information: The information of general nature given in the project 
^ ene t j nC iudes: details of promoter their name and address, qualifications, 
^^rience and other capabilities of the entrepreneur. Industry profile are 
h the project belongs to, for e.g., past performance, present status, its 
W anization, its problems, etc. The constitution and organization structure 
°f hie enterprise; in case of partnership firm its registration with registrar of 
r ns certification from the directorate of industry/district industry centre, 
product details like product utility, product range, product design, advantage 
to be offered by the product over its substitutes if any. 

Project Description: A brief description of the project covering the following 
aspects should be made in the project report. 

(i) Location of enterprise and physical infrastructure: It includes 
description of owned or leasehold land, industrial area, no objection 
certificate (NOC) from the municipal authorities if the enterprise 
location falls within the residential area. 

(ii) Raw material and skilled labour: Requirement of raw material, whether 
inland or imported, sources of raw material supply, availability of 
skilled labour in the area, arrangements for training labourers in 
various skills. 

(iii) Utilities: These include: Requirement for power, load sanctioned, 
availability of power, and requirement for fuel items such as coal, oil or 
gas, state of their availability. The sources and quality of water should 
be clearly stated in the project report. Pollution control like scope of 
dumps; sewage system and sewage treatment plant should be clearly 
stated in case of industries producing emissions. 

(iv) Communication and transport facilities: Availability of communi¬ 
cation facilities, e.g., telephone, telex, etc. should be stated in the project 
report. Requirements for transport, mode of transport, potential means 
of transport, distances to be covered, restricted access etc., should be 
stated in the business plan. 

(v) Other common facilities: The common facilities are like machine shops, 
welding shops and electrical repair shops etc., should be stated in the 
report. 

3 . Market Potential: While preparing a project report, the following aspects 
relating to market potential of the product of the product should be stated in 
the report. It includes: 

• Demand and supply position 

• Expected price and marketing strategy 

• After sales service 

4- Capital costs and sources of finance: An estimate of the various components 
of capital items like land and buildings, plant and machinery, installation costs, 
preliminary expenses, margin for working capital should be given in the 
project report. The sources should indicate the owner's funds together with 
funds raised from financial institutions, banks or any other sources. 
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5. Assessment of working capital: The requirement for working capital 
sources of supply should clearly be mentioned. It is preferred t 0 
working capital requirements in the prescribed formats designed by |j P ar e 
requirement. ‘^of 


Other financial Aspects: In addition to this, the break even analysis sh 
also be presented. Break even point (BEP) is the level of production at w l U ^ 


Clljv Uv pivDviliLUi UlLUrv LVv.li » j t ^ 

the enterprise shall earn neither profit nor incur loss. Breakdown level indj ^ 
the gestation period and the likely moratorium required for repayment 
loans thp 


7. Economical and Social Variables: The following socio-economic variabj 

benefits should also be stated in the report. ^ 

(i) Employment generation 

(ii) Import substitution and exports 

(iii) Local resource utilization and development of the area. 

8. Project Implementation: Every entrepreneur should draw an implementati 0 
scheme or a time-table for his project to the timely completion of all activiti^ 
involved in setting up an enterprise. If there is a delay in implementation, 
project cost over-run. A simplified implementation schedule for a small project 
includes: 

1. Formulation of project report 

2. Application of term loans 

3. Term-loan sanction 

4. Possession of land 

5. Construction of building 

6. Getting power and water 

7. Placing order of machinery 

8. Receipt and installation of machinery 

9. Manpower requirement 

10 . Trial production 

11. Commencement of commercial production. 


* 

I 13.7 ERRORS OF PROJECT REPORT 



Entrepreneurs do make mistakes while selecting and formulating project report. 

Some of the common errors found in project formulation are: 

1. Selection of project area: Entrepreneurs select wrong area of product means 
selection of a product without detailed study of product market, demand 
patterns, competition in the industry, change of customer tastes and 
perceptions or mistaken overview of the demand pattern. For example a 
marketing man in textile is likely to choose textile as his product. 

2. Market study and analysis: The market research, study and analysis are the 
critical aspect for an entrepreneur in selection of a product and market 
segment. 

3. Selection of technology: Wrong selection of technology leads to problems of 
costs, profit margins and feasibility issues of the entire project. An appropriate 
technology is necessary for any new enterprise for its survival and growth. 
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r;, ^Listic estimates: Any business plan made by an entrepreneur based on 

* 2- ia.'sssa^"" ,ta ■» 

flection of location: Location is almost permanent to any project and as 
6 ' ! u ch pl a y s an important ro e in cost competitiveness and viability of the 
anization throughout its life. 7 
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I 13.8 project appraisal _ 

oraisal of term loan P ro P osals (P r °jects) is an important exercise for the financial 
AP Lions and investing companies in credit decisions. The art of project appraisal 
inS more emphasis on the economic and technical soundness of the project and 
P nins potential than on the adequacy and liquidity of the security offered. Hence, 

nrocess of appraisal should require more dynamic approach as it is linked 
‘Jjth a sense of uncertainty or risk. 

Project appraisal is made for both proposed and executed projects. In case of 
rmer project appraisal is called 'ex-ante analysis' and in case of letter 'post-ante 
° aiysis'. Here, project appraisal is related to a proposed project. An entrepreneur 
0 gds to appraise various alternative projects before allocating the scarce resources 
for the best project. 

project appraisal means the assessment of a project. Project appraisal is a cost 
and benefits analysis of different aspects of proposed project with an objective to 
adjudge its viability. A project involves employment of scarce resources. Thus, 
project appraisal helps in selecting the best project among available alternative 
projects. For appraising projects its economic, financial, technical market, 
managerial and social aspect is analyzed. Financial institutions carry out project 
appraisal to assess its creditworthiness before extending finance to a project. 


13.8.11 Method of Project Appraisal 


Appraisal of a proposed project includes the following analyses as shown in 
Fig. 13.1: 



Fig. 13.1 Method of Project Appraisal 

1- Economic Analysis: This is one of the main methods of project appraisal. It is 
said that a business should have always a volume of profit clearly in view 
| which will govern other economic variable like sales, purchase, expenses and 

®hke. Under economic analysis the aspects highlighted includes: 

• Requirements for raw material 
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• Anticipated sales " 

• Anticipated expenses 

• Level of capacity utilization 

• Proposed profits 

• Estimated demand 

2. Financial Analysis: Finance is most important to estahWck 

finance only that facilitates an entrepreneur to brine* f* an en ler Pri _ 
machines and raw materials to combine them to produ ° gether the £ Itj s 
adjudge the financial viability of the project, the (o\£? 8 °° ds - In 0 S 
carefully analyzed: F J ° U0Wln Saspects ne ^t 0 

• Cost of capital 

• Sources of finance 

• Estimates of sales and production 

• Cost of production 

• Working capital requirement and its financing 

• Break-even point 

• Projected cash flow 

• Projected balance sheet. 

However the enterprise sometimes fails to achieve the targeted i« , , 
due to various business complications like unforeseen shortaep^J 6 ° fca P a< % 
unexpected disruption in power supply, instability to pe n et r , 1 ,™T materia| , 
mechanism, etc. J F urate me market 

3. Market Analysis: Before the production actually starts, theentreorw,. 

to anticipate the possible market for the product He has rn ,£> urnee * 
will be the potential customer for his product and where his mo'dTf 6 f h ° 
sold. This is because production has no value for the urodnrpr C i ^ 
sold. In fact, the potential of the market constitutes the determinant™ms If 
reward from entrepreneurial career. Thus knowing the anticinatnH lble 
for the product to be produced becomes an important element in any bmtess 

a! foitows 7 * t0 eSUmate the demand fOT a produce 

(i) Opinion polling method: In this method, the opinion of the ultimate 
users is collected. This may be attempted with the help of either a 
complete survey of all customers or by selecting a few consuming units 
out of the relevant population. 

(ii) Life Cycle Segmentation Analysis: It is well established that like a man, 
every product has its own life span as shown in Fig. 13.2. 

"^Important Point: Life-cycle of market offering-stages of market acceptance through which 
a market offering passes in market offering's life-cycle are Market introduction,, Market growth, 
Market saturation, Market decline and Market death." -Lipson and Darling 
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Decline 
.Revenue 


Profit 


Time 


Fig. 13.2 Product Life Cycle 
The characteristics of the Product life cycle are as following: 


Stages -» 

1 Introduction 

Growth 

Maturity 

Decline 

l / Sales 

Low sales 

Rapidly 

increasing 

sales 

Peak sales 

Declining sales 

Z Costs 

High cost per 

Average cost 

Low cost per 

Low cost per 


customer 

per customer 

customer 

customer 

3. I Profits 

Negative 

More profit 

High profit 

Declining Profit 

4. (Customer 
(adopters 

Innovators 

majority 

Early 

Laggards 

Early 

+ late majority 

5. (Competitor 

7 ew 

More in 

number 

Stable 
number, 
beginning to 
decline 

Declining 

numbers. 


In practice, a product sells slowly in the beginning. Barked by sales promotion 
strategies over period its sales pick up. In the due course of time the peak sale is 
reached. After that point the sales begins to decline. After sometime, the product 
loses its demand and dies. This is natural death of a product. Thus, every product 
passes through its life cycle. The product life cycle has been divided into the 
following four stages: Introduction, Growth, Maturity and Decline. 

4- Technical Analysis. Technical analysis implies the adequacy of the proposed 
plant and equipment to prescribed norms. It should be ensured whether the 
Squired know-how is available with the entrepreneur. The following inputs 
concerned in the project should also be taken into consideration. 

• Availability of land and site 
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6 . 


Availability of water power, transport, communication facility 
Availability of servicing facilities like machine shop, electr' 
shop etc. 


Coping with anti-pollution law 
Availability of work force 


Availability of required raw material as per requirement in t e 
quantity and quality. • 



5. Management Competence. Management ability or competence pi a 
important role in making an enterprise a success. In the absence of manatf * n 
competence the project which is otherwise feasible may fail. On the contr^ 
even a poor project may become a successful one with good managerial ab h^ 
Hence, while doing project appraisal, the managerial competence or talent t 
the promoter(s) should be taken into consideration. 0 

Ecological Analysis. In recent years, environmental concerns have assumed 

rrrnnt rlnnl cirmifirnnrp Frnlnmrnl nnfllvSIS should fllso bo Hnnn « 


-o j * j 'jutn(vi 

great deal of significance. Ecological analysis should also be done particular) 
for major projects which have significant implication like power plant 


, . , - ... power plant and 

irrigation schemes, and environmental pollution industries like bulk-drugs 
chemical and leather processing. The key factors considered for ecological 
analysis are: 


• Environmental damage 

• Restoration measure 


I 13.9 MARKET FEASIBILITY STUDY 


Market feasibility analysis is the first stage in the process of project development. 
The purpose of the analysis is to examine the desirability of investing in pre¬ 
investment studies. For this purpose it is essential to examine project idea in the 
light of the available internal (inputs, resources & outputs) and external constraints 
(environment). When a project idea is taken up for developmental three situations 
can arise. 


(i) The project may appear to be feasible, 

(ii) Project may turn out to be not feasible or 

(iii) The available data may not be adequate for arriving at reasonable 
decision regarding further investment. 

In the last mentioned case, investment in pre-investment studies will obviously 
have to be adequate for arriving at reasonable decision regarding further 
investment and also have to be deferred till such times adequate data regarding 
the project feasibility is available. The project sponsoring body will therefore have 
to invest in collection additional data and refer the investment decision for the 
time being. In the second situation when the project is found to be not feasible, 
further investment in the project idea is completely ruled out. In the third situation, 
when the project idea is found to be feasible, the decision-makers can proceed to 
invest further resources in pre-investment studies and design development. The 
principle objectives of such study are to determine whether. 

• The investment opportunity is so promising that an investment decision can 

be taken on the basis of information elaborated at the pre-feasibility stage. 




The project concept justifies a detailed analysis by pre-feasibility study. 
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•' A Cc^on" f «‘'^ r d , ncccssi,atc in - dcp,h 

gSfpDo. study plan. PP ° rt StUd,es such as market surveys, 

The information is adequate to decide that the nrnir.^ ;<■ i 
• preposition or attractive enough for a particular investor o^nvestor group' 

| ,3.10 TECHNICAL FEASIBILITY STUDY H 

^achieve the project object, ves. The analysis provides necessfry mate^on whfch 

10 ‘ The examination of this aspect requires a thorough assessment of the various 
requirementsof the actual production process and includes a detailed estimate of 
, he goods and services needed for the project. So, the feasibility report should 
give a description of the project in terms of technology to be used, requirement of 
equipment, labour and other inputs. M 

Location of the pioject should be given special attention in relevance to 
technical feasibility. Another important feature of technical feasibility relates the 
types of technology to be adopted for the project. The exercise of technical 
feasibility is not done in isolation. The scheme has also to be viewed from economic 
considerations, otherwise, it may not be a practical proportion, however, sound 
technically may be: 

• The promoter of the project can approach the problem of preparation of 
technical feasibility studies. 

• Undertake a preliminary study of technical requirements to have a quick 
evaluation. 

• If preliminary investigation indicate favorable prospects working out further 
details of the project. The exercise begins with engineering and technical 
specifications and covers the requirements of the proposed project as to quality, 
quantity and specification type of components of plant and machinery, 
accessories, raw materials, labour fuel, power, water, effluent disposal 
transportation, etc. 

Thus, the technical feasibility analysis is an attempt to study the project 
basically from a technician's angle. The main aspects to be considered under this 
study are: technology of the project, size of the plant, location of the project, 
pollution caused by the project production capacity of the project, strength of the 
project. Emergency or stand-by facilities required by the project sophistication 
such as automation, mechanical handling, etc. required collaboration agreements, 
production inputs and implementation of the project are also to be studied. 


■ 13.11 FINANCIAL FEASIBILITY STUDY WM 

The objectives of financial analysis are to develop the project from the financial 
angle and to identify these characteristics. Financial analysis concerns itself with 
*he estimation of the project costs, estimation of project funds requirements. It 
also involves appraisal of the financial characteristics of the project so as to establish 
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opportunities. _ reduces investmen t proposition in diverse f ielH 

Jtytoo^Smmon scale, thereby simplifying the project is developJ 


activity to one common scaie, “■“-‘v. r v ° r " J ~‘ *° uev °lopi nR Sl*l 

financial forecasts. r oiA^ 

I 13.12 SOCIAL FEASIBILITY STUDY 

A project is may cross all the above barriers mentioned above and 
veritable but is will lose its entire creditability, if ,t has no social acr ™ 
Though the social customs, conventions such as caste, communit^K 
influence etc,, are creating hindrances for development of a pr 0 j ect s £ *8^ 
all such social conflicts which will stand on the successful implement;,!- ^ av °id 
project, for e.g., considering the interests of the general public; proi, 01 ^ 
offer large employment potential, which channelize the incom # 3 w hich 
developed areas will stimulate small industries. In a nut shell, the feashr H 
should highlight on these testing stones before it can be declared as re Port 
only after judging through these indicators a project can be declared C ° m ^ eteail <l 
can be submitted for finance or any other assistance from any institut'^ 16 81,(1 

I 13.13 FORMAT OF FEASIBILITY REPORT 

The sketch of feasibility report of the project covers the followi ^ 

1. Introduction g: 

2. Summaiy and recommendations 


3. 


Project capacity, chemistry of the product 

application and uses. Product, specifications 


y — l 

application and uses. 

4. Market potential 

5. Process and know-how 

6. Plant and machineiy 

7. Location of the unit 

a Wot plan and building 
9. Paw materials availability 
10 . Utilities, requirements 
U- Effluents treatment 
*2- Personnel requirement 

3 - Capital cost 

4- Working capital 
>• Mode of finance 

’• Manufacturing co st 
• financial analy sis 
Mentation schedui. 


Property 


:s, 
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Wh * 1 

jepoft 


is the meaning and definition project report? Explain the seed 


lain the different contents and formulation of a project report. 
^*hat jo you meant by network analysis? 

' jn ^ e m ost common errors of project report, 
p^fine the project appraisal with suitable example. 

Prtjlain the following: 

( a) Market feasibility study. 


<» 


Technical feasibility study. 


(C ) Financial feasibility study. 
( j) Social feasibility study. 
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14.1 introduction 


Introduction 
Meaning of Project 
Features of Project 
Project Classification 
Life Cycle of a Project 
Project Identification 



In practice, an entrep rGn ^ 
numerous decisions to convert wl take, 
idea into a running concern The i Usine s S 
right project goes to validate.u^of 
proposition: " Well begun i s half j ri 8ht 
entrepreneur has an infinitely wide r k " A n 
respect to his project in different h 

Sources of Project Ideas SUch “ P™ du ct/service, market, ,™hn> s 
o JK1 JX „ . equipment, scale of production v nnolo £v 

~ rd U e r n P S n o d n Need,0rPr0)eCt *"<*“• *thisc^ter^Srf 

=* Steps in Project Identification ^~{prf^ ren j UF ' dc ‘ ntl ^ es and selects a ripiu 

~ Project Identification for an P'° ,eCl P r0duCt f ° r hiS en ‘^Pr se£ 
Existing Company concerned wrth investigating and screelt , 

. Project Selection projects ideas, steps in the project identSo 

■ Scanning of Business ]j° C w S - an ,, a 50 cons * derat * on involved in 

Environment and Identifying ^ the new Projects by an existing 

Projects '-unipciny. 6 

■ Project Formulation 

• Steps in Project Formulation i 14.2 MEANING OF PROJECT 

■ Project Evaluations A 

, t u ; A pro J ect ,s generally defined as a program of 

work to bring about a beneficial change and which has: 

• A start and an end, 

• A multi-disciplinary team brought together for the project. 
Constraints of cost, time and quality, 

scope of work that is unique and involves uncertainty 
Project can be defined as follows: "certainty. 


and a dear termimtimnflfflf?™^ d,$tinct ntissim that it is designed to achieve., 

. Pro iec t b f ,,„ mh , acl “^nt of the mission-Newman et.al 

i roject is the whole complex of actmiHoc i j • 

J nvolved in using resources to gain benefits". 

development project on time wMinh^A 0 atta * nment of goal-the successful completion of a ‘ 
specification". U 177 oorformance with pre-determined program me 

- According to Encyclopedia 

230 
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characteristics of project 

following features: 


I .^as - 

1 AP^dives: A project has a set of objectives, goals or a mission. Once the 

j OW^c s are achieved the project is treated as completed. 

°^Cy cle: A P ro i eCt haS 3 Ufe Cycle ' The life c y cle con sists of five stages, i.e. 
1 I* 1 Conception stage, 

j* Definition stage, 

, c Planning and organizing stage, 

M implementation stage and 
(e Commissioning stage. 

Jl jq U eness and Team Work: Every project is unique and any two projects 
3- n n0 |. jjg similar for example: Setting up a cement plant and construction of 

a highway are two different projects having unique features. 

ject is a team work and it normally consists of diverse areas. There will be 
r cialized personnel in their respective areas and co-ordination among the 
diverse areas calls for team work. 

r mplexity. Risk and Uncertainty: A project is a complex set of activities 
^ relating to diverse areas. Risk and uncertainty go hand in hand with project. 
A risk-free, it only means that the element is not apparently visible on the 
surface and it will be hidden underneath. 

A high level of work in a project is done through contractors. The more the 
complexity of the project, the more will be the extent of contracting. 

, r us tomer Specific Nature: A project is always customer specific. It is the 
b ' duty 0 f any organization to go for a products or services that satisfies customer 

needs. 

6 Unitv in Diversity: A project is a complex set of thousands of varieties. The 
varieties are in terms of technology, equipment and materials, machinery and 
people, work, culture and others. 

I 14.4 PROJECT CLASSIFICATION * 

Projec. classification helps in expressing and highlighting the essential features 

of project. The major classifications of project are as shown in ig. 



Rg. 14.1 Project Classification 
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Quantifiable and Non-Quantifiable Projects- 
generation mineral development, industrial develop S rel *od , 
quantifiable projects. In these projects a right ouTT* a * ol° POw 
benefits can be made and termed as quantifiable «£■ 

Projects involving health, education and defense , N2 

non-quantifiable project. In these projects whirh n 6 Sorrie exarv. 
caw, tem.de are lenrod asnon^ua.WiaHepj^'^a^ai 

• Industry and mining sector 

• Information technology sector 

• Agriculture and allied sector 

• Irrigation and power sector 

• Transport and communication sector 

• Miscellaneous 

This system of classification has been found useful in 

macro level. d USeful ,n Source allocate 

3 Technalogy- Economic Projects: Projects can also be classify ^ 

techno-economic characteristics. This type of classifir a ti f d ° ntheb asi S nf 

Factor Intensity-oriented classification: This is based e 
actors. Projects may be classified as capital intensive ortS, « 

If a large investment is made in plant and machinery t h l^“ 
are called capital intensive. On theother hand if involves, “ Chpr ° iects 
of human resources it will be termed as labour intense 8en “ mba 

(u) Causation-oriented classification: Projects can be classified a a 
based or raw material based projects The exisfpn ™ ?a demand 
if a demand based project 

and other inputs makes it raw material based t a1, skills 

(Hi) Magnitude-oriented classification: This is based on «. • 

investment involved in the projects armrrii , 7 on the size of 

into large scale, medium-scile or small-scrie projects^' “* daSSifel 

■ 14.5 LIFE CYCLE OF A PROJECT _ 

ob^'afc£“ 

L 

team S ^ e inv ® lves tbe selection and briefing of the project 

team and some discussion on the roles and organization. 

j F Ie f ^ sta 8 e: This stage will establish whether the project is 
easible and establish the risks and key success measures. Unless the 
orgamza on un ertakes research or new product development, feasibility 




below, 
(i) 


2 . 


3. 
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, ns . 'Can this process or technology be cost effectively applied to 
Oration or department, rather than: 'is it generally feasible?' 




Close down 


/ 


generally feasible?' 
’Preparation 


Implementation 

stage 



Start up 



Defining and 
planning 



Defining and 
planning 



/ 


Feasibility 

stage 


Fig. 14.2 Life Cycle of a Project 

4 Defining and Planning: The project should be in more detail by writing and 
' publishing a full definition of the project and determining a project plan. This 

work is undertaken by the team and co-ordinated by the project manager. 

5 Implementation stage: It involves the execution of the project as approved, 
whilst carefully monitoring progress and managing changes. The team may 
need to be expanded at this stage to resource all the tasks. If so, it is essential 
they are fully briefed and feel 'included' as part of the team i.e. there must be 
sense of belongingness. 

6 . Close down: This stage involves the satisfactory delivery of the products or 
services that achieve the beneficial gain. 


114.6 PROJECT IDENTIFICATION 

This section provides a brief summary of the main issues of the project 
identification phase, which takes place before the preparation and procurement 
phases. The project identification phase is important because it determines whether 
the selected project can be delivered. Project selection process starts with t e 
generation of a product idea. The project ideas can be discovered from various 
internal and external sources. They may be as under: 

1- Knowledge of potential customer needs. 

Watching emerging trends in demand for certain products. 

3 - Scope for producing substitute product, 
t■ Going through certain professional magazines catering to specific interest like 
electronics, computers, etc. 
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5. 


Success stories of known entrepreneurs or friends or relati 
6. A new product introduced by the competitor. Cs ‘ 

Project identification is concerned with collection, comoil 
of economic data for the eventual purpose of IocatingpossibiJ 51 ' 011 and ana 
investment and with the development of such opportunities ° 0 PP° r tumJj^ s l$ 
Opportunities according to Peter Drucker are of three kinds- ^ 

1. Additive opportunities: Those which enables optimum util' 

resources without any changes in character of business. 

involve minimum disturbance to the existing state of affairs^ °PP )r hinft^ 

least risk. and hence hol^ 

2 . Complementary opportunities: It involves the introduction of 

lead to certain amount of change in the existing structure. ° eW ide as ^ 

3. Breakthrough: These opportunities on the other hand involv 

changes in both the structure and the character of business & tUndaj tientai 



14.6.11 Sources of Project Ideas 

Project ideas could originate from the various sources as mentioned b 

• Success story of a friend/relatives 0vv: 

• Experience of others in manufacture/scale of product 

• Examining the inputs and outputs of industries 

• Plan outlays and government guidelines 

• Suggestions of financial institutions and developmental agencies 

• Investigation of local materials and resources 

• Economic and social trend of the economy 

• New technological developments 

• Project profiles and industrial potential surveys 

• Visits to trade fairs 

• Unfulfilled psychological needs 

• Possibility of reviving sick units 

14.6.21 Purpose and Need for Project Identification 

The entire economic management planning is based on two fundamental 
assumptions, i.e. 

• Limited means 

• Unlimited ends 

Identification and selection of a project is a scientific process. This process is 
based on certain essential conditions. It may differ from project to project. The . 
essential conditions which should be taken into consideration for identification 
and selection of production projects are as follows: 

1 . Project should be in conformity with the economic needs of the area. 

2 . It should take into account the depriving factors which might have adverse . 
impact. 

3. The input-output ratio should be optimum. 
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is to increase ,hc produc,ion and 8 " 

T u.,c the above said conditions will differ duo fr» 

Thus ... , . hut aue to resources availability, use 

^ttcm an , d °' h ;; t [f' e ™‘ C0 . nd,h0 " s of «* area. Besides that, project should 
also consider certain national priorities. r j 


14.6.3 i Steps in Project Identification 

Project ideas are like other ideas which do not take concrete shape immediately. 
There are severa s ages o m mg propositions their considerations and scrutiny 
lor their soundness An idea is first born, it is under consideration for sometimes 
ard subsequently it begins to take some definite shape. The project ideas to develop 
take almost the same course. This project identification may be broadly divided 
into four stages as shown in Fig. 14.3. 



Fig. 14.3 Steps in Project Identification 

1. Conceptual stage: This stage is from where project ideas are generated. A 
number of project ideas may be generated either by those officials or non¬ 
officials and entrepreneurs individually or collectively who are acquainted 
and familiar with the area. 

2. Screening stage: At which unviable ideas are eliminated. In the second stage, 
project ideas generated above are screened and preliminary exercise to weed 
out the bad or unviable ideas. 

3. Identification stage: At which viable projects are selected. This study is 
necessarily preliminary and the broad one and has a limited objective of 
providing planners with a choice of projects from which they can make a 
selection. 

4. Pre-feasibility stage: At which pre-feasibility studies are taking up. 
Pre-feasibility study and these can be differentiated opportunity study and a 
detailed feasibility study and these can be differentiated mainly on the basis 
of information required for respective stages. 

14.6.41 Project Identification for an Existing Company 

Existing company's essentially large scale company forms of organizations are 

continuously developing various projects for their developmental purposes. An 
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existing company which seeks to identify new project opportunities sh 
undertake a "SWOT" analysis. It is an acronym law of strengths, weakn^ 
opportunities and threats. This analysis evaluates all these four characteristics 88 ' 
existing company. A brief summary of the points required for SWOT analyst 
given below: 18 

1. Availability of internal financial reasons for new projects after taking i n j 
account the need for replacement expenditure, increase in working capital 

. repayments of loans and dividend payments. ' 

2. Capability of top management of the company. 

3. State of industrial relations in the company. 

4. Capability of raising external financial resources. 

5. Availability of production facilities. 

6. Technological capabilities of the company. 

7. Availability of different sources of raw materials and its utilization. 

8. Availability of infrastructural facilities. 

9. Cost structure and profit margins of the company. 

10. Distribution network of the company. 

11. Market share of the company. 

12. Impact of corporate laws. 

13. Likely changes in the governmental policies. 

14. Possibility of evolving new technology and its impact on the cost structure of 
the company. 

15. Existence and severity of competition. 

16. Changes in the customers preferences, fashion, tastes, etc. 


I 14.7 PROJECT SELECTION H 

Identification of a new project is a complex problem. Project selection process 
starts with the generation of project ideas. In order to select the most promising 
project, the entrepreneur needs to generate a few ideas about the possible project 
one can undertake. It starts from where project identification ends and these are 
analyzed in the light of existing economic conditions, the government policy and 
so on. For this purpose a tool is generated used what is called 'SWOT analysis'. 
On the basis of this analysis, the most suitable idea is finally selected to convert it 
into an enterprise. 

Project selection involves following steps: 

1. SWOT Analysis: It has always been important for a business to know and 
understand how it fits in and interacts with the surrounding environment. 
The internal like office, factory, shop environment, etc. and external view that 
how. your business operates with the outside world. Researching your 
environment will benefit the management team by putting you in a position 
to develop a strategy for both the long and short term. Recognizing the 
strengths and weaknesses before tackling the opportunities and threats is the 
best way to approach the analysis: the more strengths and opportunities the 
better they can both be seen as the bigger influences for the success of your> 
company. These are as following: 
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as anythins that is favorab,e 

1 . Currently in a good financial position (few debts, etc.) 

2 . Latest machinery installed. 

3. Skilled workforce (little training required). 

4 . Company name recognized on a NationaVRegional/Local level. 
Weaknesses: Recognizing the weaknesses will require honest and 
realistic that does not leave anything out as this is an important part as 
to realize what needs to be done to minimize this list in the future 
Here are a few examples: 


1. Currently in a poor financial position (Large debts, etc.) 

2. Un-Skilled employees (Training required) 

3. Machinery not up to date (Inefficient) 

4. Rented premises (Adding to costs) 

5. Poor location for business needs (Lack of visibility, transport 
links etc.) 


(iii) Opportunities. SWOT Analysis can now influence the opportunities 
for the business. These can be seen as targets to achieve and exploit in 
the future for example: 

1. Good financial position creating a good reputation for future bank 
loans and borrowings. 

2. Skilled employees means that they can be moved and trained into 
other areas of the business. 

3. Competitor going bankrupt (Takeover opportunity). 

4. Broadband technology has been installed in the area (useful for 
Internet users). 

5. Increased spending power in the Local/National economy. 

6. Moving a product into a new market sector. 

(iv) Threats: The final part of the analysis will also be seen as the most 
feared- the threats. It has to be done and therefore taking into account 
what you have listed as your weaknesses, the threats will now all seem 
too clear. Examples are: 

1. Large and increasing competition. 

2. Rising cost of Wages (Basic wage, etc.). 

3. Possible relocation costs due to poor location currently held. 

4. Local authority refusing plans for future building expansion. 

5. Increasing interest rates (increases borrowing repayments, etc.). 

6. End of season approaching (if you depend on hot weather, etc.). 
Once the SWOT analysis is complete now this is the time to put it all together 
and look closely to form a strategy. This may well depend on your companies 
original objectives and goals but the whole process will certainly give an overall 
look at the current position of your business. It involves how you can exploit 
the opportunities and how to eliminate or deal with the threats. 

^ Technical, economic and financial soundness: Project ideas identified earlier 
are screened on the basis of their technical, economic and financial soundness. 
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After screening, the ideas are translated into project profiles. 
profile consists of the following broad items. Pr< *d 

1. Economic size. 

0 Status of industry or scope and raw material availability. 



3. Cost of production and capital cost. 

4 * utility requirements and infrastructure facilities needed. 


5. Profitability. 

6. Government policy. 


| 14.8 SCANNING OF BUSINESS ENVIRONMENT AND IDENTIFY, Nq 
PROJECTS 


In the preceding stage, the primary objective was to ensure that no worthwhile 
idea would be ignored by the entrepreneur. However, the conversion of a basic 
idea into a viable project requires rigorous analysis and detailed planning. It would 
be impossible for us to submit a large number of proposals to such an exercise 
Hence, the need arises for a preliminary screening of feeble ideas to eliminate i.e 
those project ideas which are not primafacie promising. The following factors 
may be used as Screening Devices to eliminate such alternatives: 

1. Organization Strengths and Weaknesses: Project ideas must be compatible 
with the organization. A project idea which falls in the area of an organization's 
strength can be converted into an effective project. A project idea, however 
profitable basically, which falls in the area of a company's weaknesses cannot 
be converted into a successful project. 

2. Adequate Market: Every business organization requires a minimum level of 
business (Break Even Point- no profit no loss point) to be viable. Where the 
market is restricted and cannot allow the organization to reach the break even 
point (BEP) in the near future, the prospects of success are rather limited. 

3. Availability of Infrastructure: No business venture can succeed in the absence 
of basic support/services like transportation, electricity, water supply, etc. In 
most of the cases, the business organization cannot create these services 
independently. The absence of these facilities would trouble the project from 
inception. 

4. Availability of Essential Inputs and Labour: The entrepreneur must consider 
whether there is a regular and assured supply of essential inputs and labour 
to ensure regularity of operations essential for success of the venture. 

5. Cost Constraints: If the estimated cost of producing the product/service is 
comparatively very high in view of factors like high material costs or labour 
costs or any related reasons, the project idea should be eliminated. 

6. Risk Consideration: Risk levels associated with various projects differ on the 
basis of factors like changes in technology, changes in fashion, and vulnerability 
to trade cycles. Only well established and cash - rich organizations can 
undertake such projects. 
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.wi^d formulation is a process whereby the pntm,-... 

^ independent assessment of various aspects nfnn P nCUr makcs an objective 

a ^t Idea for determining its total im P Tct a nd l^TuT of a 

P n ^ rtant stage in the pre-investment phase that ic lu 1 S - ,abl,,t y* Th,s forms an 
until the final analysis to dS about' h „ ep f: odfrom ' h e conception 
?his makes it an analytical management aid The aim' of" 11 " 5 ° f j he pro i ect idea - 
acW eve the project objectives with the minimum expSure™d adequate 

resources. m 

I 14.10 STEPS IN PROJECT FORMULATION ^ 

^ho"g e| 14°4 f Pr ° ieC ‘ f0rmUlaHOn Pr ° CeSS ” briefl ^ *«■» * follows 


Fig. 14.4 Steps in Project Formulation 

Feasibility analysis: Feasibility analysis is the first stages in the process of 
project development. The purpose of the analysis is to examine the desirability 
of investing in pre-investment studies. 

Techno-economic analysis: Techno-economic analysis provides necessary 
material on which the project design can be based. It also indicates whether 
the economy is in position to absorb the output of the project or not. 

Project design and network analysis: It identifies the flow of events, which 
must take place before a project can start yielding the results for which it has 
been set up. The inter-relationship between various activities of a project in 
most conveniently expressed in the form of a network diagram i.e., Critical 
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benefit analysis views ^ Pre -investment appraisal presents the 

Pre-investment or p) YY^ ^ projec , spon soring body, the project 

fmkmentmg body and the outside agencies can take investment derision 
regarding the proposals. 



Review Questions 





. formulation? Explain the several aspects of project formulation. 

I factors would yTtake into account for identifying promising investment opportunities? 

3 What is SWOT analysis and how it can be done? 

4 Explain the process of project identification. 

5 What are the different phases of project formulation. 

4 Explain the criterion to be adopted while formulating a project. 

7 "Formulation of projects involves scientific procedure elucida . 
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Entrepreneurship 
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=> Pre conditions of Take off 
Stage 

=> Take off Stage 
=> Self Sustained Stage 
=> Stage of Economic 
Affluence 

■ Barriers to International Trade 


I 15.1 INTRODUCTION 

As more countries become market oriented 
and developed the distinction between foreign 
and domestic markets is becoming less 
pronounced. International business has 
become increasingly important to firms of all 
sizes. The successful entrepreneur will be 
someone who understands how international 
business differs from domestic business and is 
able to act accordingly. 

115.2 MEANING AND DEFINITION Hi 

International entrepreneurship is the 
process of an entrepreneur conducting 
business activity across and beyond the 
national boundaries. It may consist of 
exporting, licensing, opening sales office in 
another country etc. 


^Important Point: "International entrepreneurship is defined as development of 
international newventures or start lips that from their inception engage in international business, 
thus viewing their operation domain as international from the initial stages of international j 


operations' 




I 15.3 NATURE OF INTERNATIONAL ENTREPRENEURSHIP ■■ 

The companies which are incurring high level of fixed costs can lower their 
manufacturing costs by spreading these fixed costs over long number of units by 
selling their products in global market. The international entrepreneurship natures 
are shown in Fig. 15.1 

1. Sell their products in foreign market: Entrepreneur can sell their products 
in foreign market which have reached the maturity stage of their life cycle in 
domestic markets and earn profit by their sales. International entrepreneurship 
is beneficial as if sales of company are declining in domestic market, they can 

241 
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Entobprenburship AND 

sell their products in the international market considering a 
in other country market customers. ® dorn and f ( 

2. Cultivate habit: Internationalization of business will teach 





Uct 


to cultivate habit of customer relation management (CRM) 1 ^ 0 ^^ 



Fig. 15.1 Nature of International Entrepreneurship 

Improve competitiveness and enhance reputation: Entrepreneur in proce 
of satisfying foreign customers have to produce product as per thei 
requirements and quality expectation by which entrepreneur will not only 
produce quality product in international market but also in national market 
Entrepreneur can improve their entrepreneurial competitiveness and enhance 
reputation. 

Global prospective: Entrepreneurs can hire motivated, multi-lingual 
employees to learn constantly about the foreign markets. They will think 
globally and start developing an outlook from a global prospective. Being 
global will make the entrepreneur sensitive towards their customers - domestic, 
adopt more respectful attitude towards foreign habits and customers. 

f , • • ' :» /; 

I 15.4 IMPORTANCE OF INTERNATIONAL BUSINESS TO FIRM ■ 

International business is a term used rarely to describe all commercial transactions 
that take place between two or more regions, countries and nations beyond their 
political boundary. Usually, private companies undertake such transactions for 
profit and governments undertake them for profit and for political reasons^ It, 
refers to all those business activities which involve cross border transactions of 
goods', services, resources between two or more nations. Transaction of economic 
resources includes capital, skills, people etc. The importance of intemation 
business firm is: -; ,,-^a 

1. Lower manufacturing cost: If the company manufacturing cost 
manufacturing product in home country, than company has an 
for production process in host country, on the contrary if the company 
profit or no loss situation than company can choose in any option. 
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,„al Entrepreneurship Opportunities 

rr0 wth opportunity: An entrepreneur whose core business strategy is 
Vision and divergent,on of business, intentional business is one of the 
platform to achieve these objectives. 

wieased sales and profit: When the entrepreneurs arc not able to earn profit 
r Remand for their product declines in local market they can choose to sell 
their products in foreign market where life cycle of product is in favourable 
condition 

Advantage of inexpensive labour: Quantity and Quality of labour is one of 
^ the major challenge for every business, if the labour is cheap in foreign 
countries than company can outsource required labour if organization is into 

foreign operations. 

utilization of talent and managerial competence: When business are not 
able to get required talented work force in country, they can get the activity 
outsourced or hire host country employee which has given birth to concept of 

expatriation. 

Globalization of customers: It refers to when customers in country prefer 
purchasing foreign brand products than domestic companies have to go in 
for internationalization of business to keep in pace with competition to attract 
customers. Tata international begin to operate in international market after 
entry of foreign competitors in Indian market like ford. 

7 Expansion of domestic market: International business causes domestic market 
to expand beyond national boundaries. When the domestic market gets fully 
tapped than company has an option to go in for expansion of business to 
market their products in international market. 

8 Pay-offs of international business: International business improves image 
of the company in domestic market and attracts more customers in domestic 
market due to internationalization of business. 

9 Globalization of competitors: International business increases the 
opportunity not only for the survival and growth but also motivates companies 
to face competition from global entrants in market, which in turn leads to 
growth of market, pursuing global scale efficiencies etc. 

115.5 DOMESTICS vs INTERNATIONAL ENTREPRENEURSHIP M 


5. 


6 . 


Whether domestic or international, an entrepreneur about the same basic issues 
is concerned sales, costs and profits. What varies is the relative importance of the 
factors being considered. International entrepreneurial decisions are more complex 
due to uncontrollable factors such as the following: _ 


S. No. 

Domestics Entrepreneurship 

International Entrepreneurship 

1 

When an entrepreneur is 
operating in national level he is 
required to understand economic 
conditions with in country 

But at an international level he 

should be having information about 
economic system of countries 
where he wants to run business 
which includes currency rate, phase 
of business cycle etc. 
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Bui when he operating on 
international scale he has to view 

developing and underdeveloped 

perspective and accordingly plan in 

^ r ginfiss strategies in economy. 

In international level he has to 
understand and manage cultural 
diversity of customers as well as 
emp loyees in company. 


^— 

___. . international business as well as in 

-- rt H laws Play a n ritical f‘ lld be aware about political and legal 

environment in 0 f business _ f nr PXD ort of goods affect 


mestic busm f e h S ^ dome sticaswellasinteina domestic as well as 

__ .ironmem m t^ ai i z a tio n of business g for export of goods affect 

international policy, - ■" •>«* on entering ot new 

eiUrepreneursIn^heir company- 

STAGES of economic development 

I 15.6 STAGES i development are shown in Fig. 15.2 

The processes of the stage of ec0 " . with traditional society which 

, Traditional s0 ^* e ^ f ^^ pj^pha^nconre^id low degree of technical know- 
is characterized with low per y 
how. 

Feature of Traditional society 

: is^s:==5=:==- 

groups in society. 


hinders employee growth in country. 

.1 _I-r.1 


hinders employee growtn in coumiy , . 

Counlry is more or less dependent of agriculture for development m 
country. 


country. 

2. Pre conditions of take-off stage: In this stage of economy conditions are 
created conductive of growth. In this stage entrepreneurs start thinking in 
terms of modernization, capital formation and profit oriented ventures. 

Features of Pre-conditions of take-off stage 

• Focus towards foreign trade 

• Citizens of country give more importance on developing personal skills 
in order to face competition in country. 

■ Decline in birth rate. 


• Decline in birth rate. 

• Part of government revenue is imparted towards infrastructure 
development in country. 
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Fig. 1 5.2 Stage of economics development 

3. Take off stage. In this stage economy is no more dependent on other countries 
and is self sustaining in this stage. Economy can progress without any external ‘ 
support from other countries. 

Features of Take offstage 

• Increase in demand for products by consumers in market. 

• Development of various sectors for example-primary, secondary and 
tertiary sector takes place in the country. 

• Re-investment of profit. 

• Political stability in country indirectly leads to growth in industrial 
sector in country creating favourable condition for trade in country. 

• Social framework improves as citizens than being bonded with family 
focus on moving to places for career growth and development. 

4. Self sustained stage: This stage can be defined as stage in which an economy 
demonstrates the capacity to move beyond the original industries which 
provide the take off and to apply efficiency over its worldwide range of 
resources. 


Features of Sustained stage 

• Dependencies on other countries are considerably reduced. 

- * New political as well as social institution is established in country. 

• Modem techniques are used during the process of production in country. 
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5. Stage of economic affluence: In this stage as consumer's oth 
consumption products prefers purchasing durable products ^ 

Features of Stage of economic affluence 

• Standard of living in country increases as result of de 

facilities in country. e °. 

• Country in this stage starts spending more on militaiy f 0rce 

• Increase in production and income. 

• Consumption of comforts and luxuries become a common f 

I 15.7 BARRIERS TO INTERNATIONAL TRADE 

Trade barriers are government-induced restrictions on international 
barriers can take many forms, including the following: rac * e ' The 

1. Non tariff barriers: These are the obstacles to imports other than • 
as testing, certification, or bureaucratic hurdles that have effect of * • SUdl 
imports. These are administrative measures that are imposed bv 1 ^ s ^ cfin g 
government to discriminate against foreign goods and in favour 
goods. ot h °me 


2. Tariff barriers: Tariff means duty levied by the government on ' 

Imposing tariff raises the price of imported goods making them exDe P ° rtS ' 
and less attractive to consumers to protects makers of comparable do 
products and services. mestic 


3. Lack of information: As entrepreneur is new entrant in international mark 

he is unaware about the market conditions in host country and taste and 
preference of customers which may lead to issues in terms of acceptance and 
locating product in market. r a 

4. Financing problems: As international business involves huge risk financial 
institutions may be reluctant in terms of providing required finance to 
entrepreneurs. 

5. Attitude of entrepreneur: When an entrepreneur has negative mindset that 
foreign market is unknown to him and he might find it difficult to set up his 

business in new country will prove to be a major barrier for international 
trade. 

6. Political barrier and cultural barriers: In few country their exist abundant 
opportunity for business but political scenario in country will be instable such 
as kidnappings, bombings, violent against business and employees which 
proves to be major question mark in terms of future success of business. As 
entrepreneur is new entrant in host country he may not be aware about 
language, education, tradition, religion, values of citizens which will make it 
difficult for the entrepreneur to understand mindset, taste and preference of 
customer in market. 

7. Technical bamers: Basically refers to before countries goods enter into foreign 
market it has to go through certain test for authentication. In Unites States, 
before food products from others is marketed it has to be tested for checking 

i ! 
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. Review Questions 



J What do you mean by International Entrepreneur ship? Explain the Nature of International 

Entrepreneurship. 

2. Describe the importance of International Business to firm. 

3 . What are the difference between domestics and international entrepreneurship? 

4. Explain the Stages of Economic Development and their features. 

5. What are the main barriers to International Trade? 
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Introduction 
Professionalism 
Elements of Professionalism 
Family Entrepreneur 
Professionalism vs. Family 
Entrepreneurs 

Woman entrepreneur 
=> Functions of Women 
Entrepreneurs 

=> Role of Women as an 
Entrepreneur's 
Leadership Traits 


I 16.1 INTRODUCTION 

Organizational culture i s an • 
strategic resource that family fi rmc lmp ° rt ant 
gain a competitive aH Canus et 0 I 
Entrepreneurship and the devel^^ 
small and medium size business !; Pment of 
be at the forefront of socio ° nt,nuet o 
development in virtually all econnr! C ° n ° mi c 
Entrepreneurial led small bu^T* 1 
social stability and serve as the Pr ° vide 
. economic growth. Governments 0f 

makers have become aware of both tl P ° ,Cy 
and economic development benefits aJ*? 1 
with entrepreneurship and small ^ 
entrepreneurship (SME) development. d 

■ 16.2 PROFESSIONALISM 

Professionalism is actually the process by which given occunahYm k 

profess,ons in the sense of attaining professional status Tha “enl'®? 
characteristic of a professional person. ' hat presen ts 

16 . 2 . 1 1 Elements of Professionalism 

The elements of professionalism are selfless accountabilitv exrpllpn™ u u , 
integrity dutiful respect to other as shown in Fig. 16.1. 7 h ° nesty/ 

1. Unselfish: This showing unselfish concern for the welfare of others 

2. Excellence: The knowledgeable skillful competency is to retrieve and handlP 
co“ H r rOPriale ^ maki "* ** ^ conrpetency" 

3 ' Pr0feSSi0nal iS bei "8 ho " est ' ™ ral 
^Trespoi^ibflity . 601 ^ 1011 ^ ° f ^ r0le iS aptitude for P ersonal development 

5 S?!™® & 8 . 1 V 1 U I 8 res P ect: professional must gain the respect of others 

and appropriately respect others. & V 
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Fig. 16.1 Elements of Professionalism 


of a family, strategic influence of a family in the management of the firm and 
concern for family relationship regarding the dream of continuity across 
generation. 

| 16.4 PROFESSIOANLISM vs. FAMILY ENTREPRENEURS ■ 

The professionalism and family entrepreneurs can be compare in following terms 
as shown in Fig. 16.1. 

1 Degree of open mindedness: Professional is open minded, receptive to new 
ideas, ready to experiment and have quality of adaptability. While family 
entrepreneurs generally lack this. 

2 New practices: Include quality certification, participative management, chang 
in working style and financing pattern. Professionals are always leaders r 
adopting^them and experimenting with them. Whereas, in farm! 
entrepreneurs such attitude is rarely found. 


Degree of 
open 

mindedness 


New 

practices 


Decision \ 
making 
style y 


Professioanlism 


Family 

Entrepreneurs . 


Organization 

oriented 

financial 

management 


Impartial 
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16.2 Professionalism Vs. Family Entrepreneurs 
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16.5.11 Introduction 


Women entrepreneurs may be defined as a woman or groups of women, v 
initiate, organize and run a business enterprise. In terms of Schumpeterian cone 
of innovative entrepreneurs, persons who innovate, initiate or adopt a busin 
activity are called business entrepreneur. 

Based on innovation: "Women who innovate, imitate or adopt a busint 
activity are called women entrepreneurs". 

16.5.21 Functions of Women Entrepreneurs 

The functions of women entrepreneurship for exploration of the prospects c 
starting a new business enterprise, undertaking a risk and handling ofeconomii 
uncertainties involved in business. These are: 

1. Determination of objectives. 

2. Project preparation. 

3. Product analysis. 

4. Form of business. 

5. Raising funds. 

6. Procuring men, machine and materials. 

According to Frederick Harbison as shown in Fig. 16.3: 

1. Exploration of prospects of starting a new business enterprise. 

2. Undertaking of risks and the handling of economic uncertainties involved in 
business. 

3. Introduction of innovation or imitation of innovations. 

4. Coordination, administration and control. 

5. Supervision and leadership. 
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Fig. 16.3 Functions of Women Entrepreneurship 

16.5.31 Role of women as an Entrepreneur’s 

The role of women as an Entrepreneur's imaginative attribute to work hard 
persistence ability and desire to take risk profit earning capacity as shown in 
Fig-1 6 - 2 3 4 - 

1. Imaginative. It refers to the imaginative approach or original ideas with 
competitive market. Well-planned approach is needed to examine the existing 
situation and to identify the entrepreneurial opportunities. It further implies 
that women entrepreneur s have association with knowledgeable people and 
contracting the right organizational offering support and services. 



Fig. 16.4 Role of women as an Entrepreneur's 

2. Attribute to work hard: Enterprising women have further ability to work 
hard. The imaginative ideas have to come to a fair play. Hard and smart work 
is needed to build up an enterprise. 

3. Persistence: Persistence women entrepreneurs must have an intention to fulfill 
their dreams. They have to make a dream transferred into an idea enterprise; 

studies show that successful women work hard. 
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desire to take risk: In ability and desire to take risk, the . 

16.5.41 Leadership traits of successful entrepreneurs. 

Successful entrepreneurs sharpen their character and leadership traits ov er ti m 
to keep reaching for new horizons and to achieve ever-shifting goals. SuccT 
therefore, is a journey and not a destination. The following traits are requifeJ^j 
work on to achieve sustainable success— 

1. Successful entrepreneurs gain the respect of their peers: One of the mosf 
obvious characteristics of an exceptional entrepreneur is an equitable and 
unbiased temperament. Plain and simple, the successful entrepreneu 
recognizes that all are at par. With an attitude of respect for others, successful 
entrepreneurs gain respect from everyone they encounter. Strategies, attitudes 
and methods sort down to each person they work with. A successful 
entrepreneur always gives opportunity to everyone for growth. 

A wise entrepreneur is confident and good at trusting their own ideas and 
instincts. Successful entrepreneurship is underpinned by persistence 
determination and a high level of self-discipline. Success is all about a stron > 
code of ethics, a strong belief, desire and passion. ° 

Successful entrepreneurs follow a plan: Haphazard plans do not work for 
entrepreneurs; no one reaches the destination without a map or a guide to 
follow. Most successful entrepreneurs start out by writing a basic business 
plan to guide their endeavours. It should short and simple which include 
marketing strategies, objectives, expectations, ideas and suitable strategy to 
handle the competition. A business plan should be reviewed and updated 
periodically. F 

3. Successful entrepreneurs think differently and creatively: Entrepreneurs 
think differently and creatively. Whether a business idea has already been 
tried makes no difference to entrepreneurs. They find better paths to do things 
and know that every idea can be expanded upon, made better, enhanced or 
broadened Successful entrepreneurs are willing to think outside the proverbial 
box, which means using their imagination, experimenting out new things 

When a stratw is no ' 

' “r— f x P‘ ore their skiU * Successful entrepreneurs 
Successful n«rnf ^ We nesses 35 we ll as a multitude of skills and talents, 
in eS tC^f ^ 0ften whal skiUs have that no one shares 

they find the ones tra t W match?hen their “ ^ 

visualize^he^creK htp V 1 f UahZe success: Successf ul entrepreneurs 
like when vou hff ^ ^ ' S a P owerful t0 °'- Imagine what it will feel 
feelings you hav ! «*** 3 particUlar set of ««*• hr touch with the 

Pfaetiee a sense of 
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jrjMii.v and Non-family Entrepreneur 

6. Successful entrepreneurs never gi ve UD . r . . ™ 

vocabu'ary of the successful entrepreneur “Fv ? Up iS no1 P arl ° f th <= 

Possible Yet, smart entrepreneurs realize Uric ""Possible means-1 M 

One has to accept the ebb and flow of thine! TJ S not aKva y s favourable. 
Successful entrepreneurs have the qu a lii!.f,7/’ 0Ut S (vi "8 «P too soon. 

determination. To stay focused, they seek o!!ni fa ' h ' lrust ' conf 'dence and 

them, encourage them and brine l ' c su PP ort of those who know 

entrepreneurs do not resist the change. e ' r natural Successful 

In the past, managers were expected to maintain thn c l ** 

ahead. However, the ever-changing busing tUS qU0 in order to move 
leadership. New leaders have to be visionarv. TtJv° ni £ e ?u ? sks f ° r new forms of 
They have to effect paradigm chances jnT • / ^ 0t l learners an d teachers, 

integrity in their organizations. ° Cle y ' be edllcal, y strong and build 

the Leadership PotentiaUquation in'l^Toda^ tHs^^ a , SSeSS ™ ent ' develo P ed 

These traits, which also apply to entrepreneurs, include the following- 

1 . Emotional stability: Good leaders must be able to tolerate frustration and 
stes. Overall, they must be weU adjusted and have the psychological marnrity 

“ Y S 6y ate reqUir0d 10 face - W ha ve emotiomd 


2. Dominance: Leaders are often times competitive and decisive, and usually 
enjoy overcoming hurdles. Overall, they are assertive in their thinking style 
as well as their attitude in dealing with others. 

3. Enthusiasm: Leaders are usually seen as active, expressive and energetic. They 
are often very optimistic and open to change. Overall, they are generally quick 
and alert, and tend to be outgoing. 

4. Conscientiousness: Leaders are often dominated by a sense of duty and tend 
to be very exacting in character. They usually have a very high standard of 
excellence and an inward desire to do their best. They also have a need for 
order and self-discipline. 

5. Social boldness: Leaders tend to be spontaneous risk-takers. They are usually 
socially aggressive and generally thick-skinned. Overall, they are responsive 
to others and tend to be high in emotional stamina. 

6. Tough-mindedness: Good leaders are practical, logical and to-the-point. They 
tend to be low in sentimental attachments and comfortable with criticism. 
They are usually insensitive to hardship. 

7. Self-assurance: Self-confidence and flexibility are common traits among 
leaders. They tend to be free of guilt and have little or no need for approval. 
They are generally secure and are usually unaffected by prior mistakes or 
failures. 

8. Compulsiveness: Leaders are found to be controlled and very precise in their 
social interactions. Overall, they are very protective of their integrity and 
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reputation, and consequently tend to be socially aware, abundant in fc ZTl 
arid very careful in making decisions or determining specific actions 
Bcv-ond these basic traits, leaders of today must also possess traits »h« 
help them to motivate others and lead them in new directions. Leaders or’!? 1 
future must be able to envision the future and convince others that their viZ** 
worth following. To do this, they must have the following personality traits- <S 

(i) High energy: Long hours and some travel arc usually a pre-requi sito , 
leadership positions, especially when a company grows. They remain al 
and staying focused. aier * 

(ii) Intuitiveness: Rapid changes in the world combined with informal- 
overload result in an inability to 'know 7 everything. Leaders are increasin'T 
learning to use their intuition and to trust their skills while making decisi 

(iii) Maturity: To be a good leader, personal power and recognition must h 

secondary to the development of employees. In other words, maturity is b 6 
on recognizing that more can be accomplished by empowering others inst^ 
of ruling others. ea ** 

(iv) Team orientation: New business leaders put a strong emphasis on team 
Instead of promoting an adult/child relationship with their employees le d" 
create an adult/adult relationship which fosters team cohesiveness ers 

(v) Charisma: People usually perceive leaders as larger than life. Charism 

a large part in this perception. Leaders who have charisma are able to aT ^ 
strong emotions in their employees by defining a vision that unites 
captivates them. Using this vision, leaders motivate employees to reach t S a 
a future goal by tying the goal to substantial personal rewards and values 

16.6.11 A few renowned names of woman entrepreneurs 

1. EKTA KAPOOR (Birth: June 7, 1975): She was not interested in ■ 

and on the advice and financial support of her father ventured into TV 
production by the name of Balaji Creations at the age of W fd ™’*T‘ 
changed the face of Indian television indushy and completely domtated^ 
Achievement: 

• Creative Director of Balaji Telefilms 

2 

The ace designer had ahumble T t0 India ' under the na ™ "Ritu". 

^Wlthhidbloc^ 

Achievement: 

• 2eZA°c? ,andin8 eVenin * » own in Memational pageants. 
Technology in 199a ent AWard by the Nation al Institute of Fashion 

of Commercfin 8 i998. men Entre P reneur Aw ard by the PHD-Chamber 

• The Lifetime Achievement Award by the Kingfisher group. 
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JN-PAIOLY Entrepreneur 

r SHAHNAZ HUSSAIN. CEO of Shahn L . Bi 

' ^entrepreneur bos, known for hc.herba^teHc' A pr ° mi "'"' «*■•" 
P rodUCtS - c °smctics, particularly skincarc 

Achievement: 

. In the year 1977 she established her firsts . 

• Currently, the Shahnaz Husain Cr au ^ sa ^ on in her abode. 

across the world covering over 138 coTn t ries OVer 400 fra " chise c,inics 

Award: 

* Success Magazine's World's Greatest lv,, 

INDRA NOOVI: Indra Noovi born „ r! Woman Entrepreneur. 

Nadu having Indian Citizenship studied inlwfH 2 !; 1955 in Chenn ai, Tamil 

Christian College and IIM Kolkata She is a ri?- a ^ es Alina mater Madras 
Moard: Chairman & CEO of PepsiCo. 

Padma Bhushan 2007. 

Dr. KIRAN MAZUMDAR SHAW R.vn,. u , 

Chairman & Managing Director of BioconLtd^hefo, ^ ^ “ Ban S alore - 

a capital of Rs. 10,000 in 1978 In 2004 chnK 6 f ° unded Blocon India with 

in 2004, she became India's richest woman. 

Awards: 


Saelt Category pM2) neUr ° £ ** Award in Healthcare & Life 
The Economic Times Business Woman of the Year Award ( 2004 ) 
( 2005 ) me Achievement Award from Indian Chamber of Commerce 



Review Questions 



1. What is professionalism? Explain the elements of professionalism. 

2. What do you mean by family entrepreneur? Explain the feature of family entrepreneur. 

3. What is the difference Professionalism vs family entrepreneurs. 

4. What do you mean by Woman entrepreneur? Explain the functions of women entrepreneurs. 

5. Explain the role of women as an entrepreneur's. 

6. Explain a few renowned woman entrepreneur names in India. 
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Previous Year Paper Most Frequently 
Asked Questions 


AU/IP/ME/TX/CM-501 


UNIT I: SYSTEM CONCEPTS ^ 

1. Define system. Draw a figure and explain the characteristics of systems 

2. Differentiate between natural and man-made systems. Give four examni 

3. Explain super and sub systems. What is key component? p es - ) 

4 . What is interface? 

5. Explain feedback /pull control in a system. 

6 . Explain feed forward /push control in a system. 

7. Explain whether computer is an open or closed system. 

8 . What is law of requisite variety and its implications? 

9. Draw Steven Alter's nine element work system model. 

10. Discuss input-processing-output model open organization viewed as a 
system. 

11 . Write short note on-Four step system analysis process. 

•'ll 

UNIT II: MANAGEMENT 

1. List and describe management functions. 

2. What is management? List theories of management and explain any one. 

3. Explain three levels of planning and their usual durations. 

4 . Explain BCG matrix and its implication. 

5. List steps in decision-making. 

6. Explain relation between authorities and responsibilities. 

7. Explain business process reengineering and when it is required. 

8 . Draw a leadership grid and explain. 

9. What is motivation? Explain Maslow Herzberg theories. 

10. Explain Mintzberg's organization typology with a figure. 

11 . Define and explain corporate culture and its type. 

12 Describe the concept of organization structure .Whst are the needs for 
organization structure? 

UNIT in: MARKETING 

1. Differentiate between need, want and demand. 

2. What a demand-supply forces and their effect on cost? 

3. What is the importance of relationship in marketing? 

4. Explain four P's of marketing-product, price, promotion and placement. 

5. What are CRM and its importance? 

6. List forms of business ownership and explain any one. 

7. What is a balance sheet? Explain its components. 
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Most j»bwp”» zr . - 


'fit and loss accounts arc prepared? 

Ho vVpr ? rC ak-even point with a sketch. 
gxp ,ain ^i ac k period and NPV? 
yVl^t are P/.. n(T anc j give its importance. 
pef,nc marW 8® concept and its components in brief. 

E>P lain '^ advertising medium ? Enlist various advertising me 
W" at 15 dure and objectives of marketing research. 

■ • GiV ° Waning and importance of capital budgeting. 
^•PRODUCTIVITY AND OPERATIONS 

^ Define productivity. d t , vjty sta ndard of living and happiness? 

““ —« r - 
Explain basic p fof basjc produc tion processes. 

wf'tis method study and why it should be done before time measuremen 
> What is rati”* an ^^'J”^^^^| 1 ^| I ^atare l \^rious allowances in it? 

J SaShts^relahon between cost and q uality of the product. 

of ic Taeuchi's loss function? 

9 ‘ W , • Six-Sigma quality and process capability? 

i 

13 . Whaurettebenefits from increasing productivity? 

14. What is operation and project management. 

is’ what are various rating scales used in time study. 

16. Explain about BMTS. 

UNIT V: ENTREPRENEURSHIP 


0 - 

9- 

10 

ll 

\l 

13 

14 

15 

UI 

1 . 

2 . 

3. 

4. 

5. 

6 . 
7. 


1. Define and explain entrepreneurship. 

2. Compare attributes of an entrepreneur with a manager. 

3. Describe classification of an entrepreneur. 

4. What is function of entrepreneur? 

5. List economic theories of entrepreneur and explain any one. 

6. List cultural theories of! entrepreneur and explain any one. 

7. Explain project idea / opportunity analysis by SWOT. 

8. List any eight basis of product selection by entrepreneurs. 

9. Describe sources of finance for entrepreneurs. 

10. Why government is stressing EDP? 

U. Name and explain important entrepreneurial traits. 

12. What are various types of funds? 

13. Briefly discuss the role of entrepreneur in bringing about social stability. 
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entrepreneurshipandmana GEMENT concepts 



Attempt one questions form each unit. 
All questions cany equal marks. 


UNIT I 

Q.l. («) 
00 


Define system. Draw a figure and 
systems. 


write important characteristics of 


Differentiate between natural 
examples. 


and man-made systems. Give four 


Q -2 ' ^ ^^ss^nput-processing-output model open organization viewed as 

(b) Draw Steven Alter's nine element work system model. 

UNIT II 


Q.3. (a) What is management? List theories of management and explain any 
one. r J 

(b) Explain BCG matrix and its implication. 

Or 

Q.4. (a) Draw a leadership grid and explain. 

(b) What is motivation? Explain Maslow Herzberg theories. 

UNITffl 


Q.5. (a) Differentiate between need, want and demand. 

(b) Explain four P's of marketing-product, price, placement and promotion. 

Or 

Q.6 (fl) What is a balance sheet? Explain its components. How profit and loss 
accounts are prepared? 

(b) What are CRM and its importance? 


UNIT IV 

Q.7. (a) Define productivity. What is method study and why it should be done 
before time measurement? 

(i b) What are correlation between productivity, standard of living and 
happiness? 
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niO to) Explain project idea/ opportunity analysis by SWOT. 

° a urt any efcht basis of product selecfon by entrepreneurs. Describe 

W „ of finance for entrepreneurs. 



■{ 
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Attempt one questions form each unit. 
All questions carry equal marks. 

UNIT I 


Q .L (a) What is law of requisite variety and its implication? 

(b) Differentiate between natural anH 

examples. man-made systems. Give four 


Or 


Q ' 2 ' ia) subsystems? r ^ Ce? H ° W interfaCes wi " be «>ere among five 

(b) fsTnTpe^dtsXsTet 3 ^ Exp,ain whelher 


UNIT II 

Q.3. («) Draw a leadership grid and explain. 

(fc) Explain the importance and methodology of SWOT analysis. Enumerate 
the types of various decisions. 

Or 

Q.4. (a) What do you understand by" motivation? Explain Mas low's hierarchy 

of needs, 3 

(b) Explain in brief different types and level of planning. 

UNIT III 

Q.5. (a) What do you understand by break-even point and pay back period? 

(b) What do you understand by customer relationship marketing (CRM) ? 
What strategies help in identifying the customer base. 

Or 

Q.6. (a) What is the importance of relationship in marketing? 

(b) Differentiate between need, want and demand? 

UNIT IV 

Q.7. (a) Explain suitable basic layouts for basic production processes. 

(b) Differentiate between project management and operation management. 

261 
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Q.8. (fl) Define productivity and range of its values. 


(b) What are correlations between productivity standard of«. 
happiness? 1 Ivj ng 

UNITV 

Q.9. {a) What are functions of an entrepreneur? 

(b) List any eight basis of product selection by entrepreneurs 

Or 

Q.10. (a) Describe sources of finance for entrepreneurs, 

(b) Why government is stressing EDP? 
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EXAMINATION, Dec. 2009 

ENTREPRENEURSHIP AND MANAGEMENT CONCEPTS 

Not e: (1) ^ wisely,o the point and use many figures 

2 Amr any five parts out after, parts in each of, t0 J quesHons 
(,) All question cary equal marks 4 to be answered in about a Z 


UNIT I 

QX («) 

(b) 

(c) 
id) 

(e) 

if) 

( 8 ) 

(h) 

(0 

(/) 


^stems. yStem ‘ DmW 3 flgUre and Write im P° rtan t characteristics of 

ex^ples 1346 betWGen natUFal and man ‘ made s y stems - Give four 

Explain super and subsystems. What is key component? 

What is interface? How many interfaces will be there among five 
subsystems? ° 

Explain feedback/ pull control in a system. 

Explain feed forward/push control in a system. 

Explain whether computer is an open or closed system. 

What is law of requisite variety and its implication? 

Draw Steven Alter's nine element work system model. 

How structure and performance of system and products lead to 
customer delight? 


UNIT II 

Q.2. (a) 

(b) 

(c) 

(d) 

(e) 
if) 

( 8 ) 

(h) 

(0 

(j) 


What is management ? List theories of management and explain any 
one 

Explain three levels of planning and their usual durations. 

List and describe management functions. 

Explain relation between authority and responsibility. 

Explain BCG matrix and its implication. 

List steps in decision-making. What are structured and unstructured 
decisions? 

Explain Mintzberg organization typology with a figure. 

Explain Business Process Reengineering and when it is required. 
What is motivation? Explain Maslow and Herzberg theories. 

Draw a leadership grid and explain. 


v 
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Entrepreneurship and Management Con c 




UNIT III 

Q.3. («) 

(b) 

(c) 

(d) 

(e) 
if) 

(g) 

(h) 
(0 
(/') 


Differentiate between need, want and demand? 

What are demand supply, forces and their effect on cost? 

What is the importance of relationship in marketing? 

Explain four P's of marketing- product, price, promotion and placet*^ 

What is CRM and its importance? 

List form of business ownership and explain any one. 

What are contents of a balance-sheet? 

How profit and loss accounts are prepared. 

Explain Break-even-Point with a sketch. 

What are payback period and NPV? 




UNIT IV 

0 4 („) Define productivity and range of its values. 

(b) What are correlations between productivity, standard of living and 
happiness? 

(c) Differentiate between project management and operation management. 

(d) Explain basic production processes on product-variety vs volume 
diagram. 

(e) Explain suitable basic layouts for basic production processes. 

{f) What is method study and why it should be before time measurement? 

(g) What is rating and its importance in time measurement? 

(h) What is importance of time standard and what are various allowances 
in it? 

(/) Draw a graph to show relation between cost and quality of a product, 

(j) Explain Six-Sigma quality and process capability. 


UNITV 

Q.5. (a) Define and explain entrepreneurship ? 

(b) What are functions of an entrepreneur? 

(c) Compare attributes of an entrepreneur with a manager. 

(d) Describe classification of an entrepreneur. , 

(e) List of economic theories of entrepreneur and explain any one. 

( f) List cultural theories of entrepreneur and explain any one. 

(g) Explain project idea / opportunity analysis by SWOT. 

(h) List any eight basis of product selection by entrepreneurs. 

(i) Describe sources of finance for entrepreneurs, 

( j ) Why government is stressing EDP? 
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UNITI 

01 00 Explain work system theory. 

^ Or . 


Write short notes on the following: 

(a) 4 Fs of marketing 

(b) Break-even point 

(c) Business process re-engineering 

(d) Advertising and publicity. 


UNITE 

Q.3. "Management is the effective utilization of human and material resources 
to achieve enterprise objective." Comment. 

. <u . Or 

Q.4. Explain the importance and methodology of SWOT analysis. Enumerate 
in the types of various decisions. 

f uNuni 

Q.5. What is Customer relationship management? How does it help in expansion 
of business? 

Or 

Q.6. The initial investment on fire fighting equipment is 56,125.The cash flows 
of five year are: 


Year 

Cash flow 

First 

14,000 

Second 

16,000 

Third 

18,000 

Fourth 

20,000 

Fifth 

25,000 


At 10 % discount rate. Calculate payback period, net present value and 
also decide whether this investment is feasible or not. 


UNIT IV 

Q.7. What do you understand by just in time production? Explain the advantages 
and disadvantages. 

Or 

Q.8. What is Six-Sigma? Enumerate the benefits of using Six-Sigma. 

UNITV 

Q.9. Differentiate between entrepreneur and manager with suitable example. 

Or 

Q.10. What are the various sources of fund and also discuss the entrepreneur 
development programme ? 

265 
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EXAMINATION, June 2011 

ENTREPRENEURSHIP AND MANAGEMENT CONCEPTS 


Time: Three Hours 

Answer any one question from each unit. 
All questions carry equal marks. 


Maximum Marks - ]Z 

Minimum Pass Marks ; 3 S 


in 


UNIT I 

Q.l. (a) Explain in brief the law of requisite variety. 

(b) What are the key components of a system? Explain in brief. 

Or 

Q.2. Explain Ste ven-Alter's nine element work system model. 

UNIT II IQ 

Q.3. (a) Explain BCG matrix ? 

(b) What are the steps involved in decision-making ? Explain in brief 

Or 

Q.4. (a) What do you understand by motivation ? Explain maslow's hierarrh 
, of needs. arcny 

(b) Explain in brief different types and level of planning . 

UNIT III 

Q .5. (a) What do you understand by customer relationship marketing (CRM1 ? 

What strategies help in identifying the customer base ° ’ 

(b) Explain the concept of fund flow. Why it is important for an industry ? 

Q ' 6 ' !$ S? la T in brief the four P 's components of marketing mix . 

) atd ° y ° U Understand ty break-even point and pay back period ? 

UNIT IV p u • 

° 7 - W the S,eps “ -‘hod study and method 

(b) What do you understand by Six-Sigma quality ? 

estimationofstand^dlime 0 '^ Van ° US Vari ° US alIowance Pridedi 

(b) Explain in brief the concept of TPM 
UNITV 

(b) What r^eThe^charaTtoLlks^ reneUrS ^ Ex P lain one in brief. KV 
cnaractenshcs of successful entrepreneurs ? 

Q m ” r ° f an in generating employment; ;; 

Explain in bri^S programmes? 
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EXAMINATION, Dec. 2012 

entrepreneurship and management concepts 


T0 e: Three Hours 

tfote: Attempt One question from each unit. 
All questions carry> equal mar/cs. 


Maximum Marks: 100 
Minimum Pass Marks : 35 


UNITI 

0.1. Define feedback (P ul1 ) & feed forward (push) controls? Explain about open 
and closed system? 20 

Or 

Q.2. Write short notes on 20 

(a) Profit and loss account 

(b) Six Sigma 

unit n 

Q.3. "Organization chart provides a broad picture of authority and their 
relationships in organizations structure". Discuss and describe the 
limitation of organization chart? 20 

Or 

Q.4. Explain Maslov/s theory of need hierarchy? 20 

unit m 

Q.5. Define marketing management? How finance management play an 
important role in marketing management? 20 

Or 

Q.6. The initial investment on a fire fighting vehicle ? 56125. The cash flow for 
five years are: 20 


Year 

First 

Second 

Third 

Fourth 

Fifth 

Cashflow 

14,000 

16,000 

18,000 

20,000 

25,000 


at 10% discount rate. Calculate pay back period and net present value? 
Also decide weather this investment feasible or not? 


UNIT IV 

Q.7. How does the production and operation management functions distinguish 
itself from other function of management? 20 

Or 

Q 8. What is total quality management (TQM)? How TQM play an important 
role in an organization? 20 

UNITY 


Q-9. Explain the theory of an entrepreneur? 20 

Or 

What are the available sources of funds for an organization, explain. 20 
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ABC- analysis 

Accounting system 

Accounts receivable turnover ratio 

Adaptability 

Advertisement 

Advertising 

Advertising Budgeting method 
Allowances 

Arithmetic and logical urut(ALU) 
Assets 
Attitude 

Automatic teller machine (ATM) 
Average collection period(ACP) 

B 

Balance sheet 
Balloons 
Banners 

Barriers to International trade 
Behavioural 

• component 

• Variables 

Boston Consulting Group(BCG) 
Boundaries 

Break even point (BEP) 

Buffer stock 

Business and Industrial Market 
Business entrepreneur 
Business Ownership 
Business Slumps 

C 

Calendars 
Capital budgeting 
Carrying cost (CC) 

Cash coverage ratio 
Cash flow statements (CFS) 

Cash ratio 

Cellular manufacturing layout 
Central Objective 
Central Process unit (CPU) 


153 
17 
139 
38 
109 

109 

110 

159 

12 

128 

78,104 

37 

139 


127 
112 
112 
246 
78,104 


Change management 

73 

Cognitive 

• Component 

• Dissonance 

78,105 

Combination layout 

150 

Commercial bank 

202 

Companies 

125 

Computer based information system 6 

Confused positioning 

108 

Consumers 

104 

Content management 

34 

Contents of project 

219 

Contextual dimension 

59 

Contribution margin 

1 1 \ 

137 

Control unit(CU) 

12 

Controlling 

28 

Corporate culture 

38 

Corporate 

182,183,106 


Entrepreneur 

Marketing 


49 
9 

136 
152 
106 
182,183 
121 
97 

112 
141 
152 
141 
133 
139 
150 
3 
11 

268 


Corporations 

124 

Cost of quality 

163 

Couples 

14 

Coverage 

140 

Creating a venture 

200 

Critical success factor (CSF) 

114 

Cross 

92,114 

• functional teams 


• sell 

/! 1/ * 

Cultural theories 

195 

Customer lifetime value (CLV) 

112 

Customer Relationship 

112 


management (CRM) 

D 

Debt to equity (DE) 140 

Decision support system(DSS) 77 

Demand chain management (DCM) 155 

Demographic Variables 104 

Departmentalization 40,60 

Direct coupling 15 

Directing 27 
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Distribution cost 
Divisional Organization 
Domestics entrepreneurship 
Doubtful positioning 

E 

E.E. Hagen's theory 
E-business 

Economic development 
Economic order quantity (EOQ) 

Economic theories 
Efficiency ratio 
E-Leaming 

Electronic data Interchange(EDl) 

Elements 
Employment 
Enterprise 

En^se resource pl^g m ,77,l72 

Entrepreneur 
Entrepreneur traits 
Entrepreneurship 
Entrepreneurship development 
program 

Entrepreneurship 

• Post-independence 

• Pre-Independence 
Environment 
Error of project report 
Existence 

Expectation Theory 
Export promotion 
Export-import bank of India 
(EXIM Bank) 



193 
35 

189 

151 

194 
139 

35 

37 

9 

199 

176 


176 
197 
176,185,189 
200 


186 


8 

222 

89 

88 

199 

214 


Family entrepreneurship 
Feed 

• Forward 

• back 
Finance 

• Management 

• System 
Financial 

• Feasibility Study 

• Management 

• Ratios Analysis 


248 

10 


119,17 

227,173,138 


Finatv 

Fixed 


Cln 6 institutions 


Asset turnover ratio 
Position layout 
Formal organization 

^r,atr biiityreport 

Full market coverage 
Functional 

Organization Structure 

• System 

Functions of entrepreneur 

und flow statement (FFS) 

Growth and development 
Growth entrepreneur 

H 

Happiness 

Harvard business school 
Hawthorne experiments > 
Herzberg theory 

High performance work system 
HR planning Y 

Human resource management 
(FIRM) 

Hygiene factor 

I 

Identifying projects 
Indirect coupling 

Industrial credit and investment 
corporation of India(IClCI) 
Industrial development bank 
of India(IDBI) 

Industrial entrepreneur 
Industrial finance corporation 
of India(IFCI) 

Information organization 
Information System 
Input 

Input Processing Output(IPO) 
Input unit 

Internal rate of return (IRR) 
International entrepreneurship 
Inventory 

• Management 

• Turnover ratio 


205 

140,150 


58 

228 

220 

107 

66,16 


184 

133 

184 

182 

146 

195 

32 

84 
22 
72 

173,17 

85 

238 

15 

209 

213 

182,183 

207 

58 

23 

2 

21 

11 

143 

241,243 

150,139 
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